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Gendreau 


The Battle of the Oceans is not really a battle but a war in itself—the Secret War. Present 
public optimism assumes Hitler will be beaten in one to two years but unless Russian might 
proves to be the decisive factor, a United Nations victory must await a thwarting of the 
German submarine campaign. Since it is still highly effective and the rate of Allied shipping 
losses is being concealed, the duration of the war remains sheer guess-work. Yet the dur- 


ation of the war is the biggest question mark in every investment and business calculation, 


and in every conjecture about the shape of things to come in politics, economics and finance. 
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The Trend of Events 


VICIOUS SPIRAL ... President Roosevelt faces in- 
creasing danger of losing the home-front war against 
inflation. The present price controls are only par- 
tially effective, for the cost of living indexes are 
rising currently at a rate of about 6 per cent a 
year. That is bad enough—but much worse is the 
rising threat that ceiling prices will break down 
completely and that the pace of rise in the cost of 
living may be radically quickened. 

The top leadership of the C. I. O. unions is on the 
point of sabotaging the Administration’s wage 
stabilization formula and demanding a series of 
sweeping wage increases. The rail unions are al- 
ready out for a big rise. “Wrong John” Lewis 
serves notice that the coal miners must get more 
when present contracts expire in the spring. And 
when there is grabbing to be done, the A. F. L. 
unions will miss no bets. All of this is more ammuni- 
tion—though none is needed—for the Congressional 
farm bloc. 

In short, the inflation spiral now running appears 
headed for the really vicious stage—unless the Ad- 
ministration acts boldly and quickly. It is to be 


doybted that appeals urging “sweet reason” upon 
the unioneers and the farm politicians can be effec- 
tive. It is out of the question that adequate fiscal 
controls—higher taxes and forced savings—can be 
had in time, if at all. That leaves only one practical 
answer :—the quickest possible application of ration- 
ing; to all necessities of life, regardless of their 
present supply-demand status. But the Administra- 
tion is not even prepared for this, and meanwhile the 
problem will become more urgent with every passing 
month. 


SIZE OF THE FORCES ... In and out of Congress, 
increasing numbers of people are raising a question 
as to what is the optimum size of our armed forces— 
taking into account prospective ocean shipping, the 
needs of our allies for food and weapons, and the 
maximum labor supply to be available for our fac- 
tories and farms. 

In this connection it is now officially revealed that 
present plans call for a total of 10,400,000 in all 
branches of the armed forces by the end of this year. 
That is indeed a huge figure. Is it too high? 
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It should be obvious that this question can not 
possibly be answered by any civilian or by Congress. 
It can only be decided by our service commanders. 
On the other hand it is both proper and useful to 
pose the question to these commanders and ask them 
to recheck their findings most carefully and objec- 
tively. Victory will be delayed, rather than speeded, 
if we should mobilize considerably larger forces than 
could be effectively utilized and thereby restrict de- 
liveries of arms to allies already engaged on the 
battle fronts. 

We all agree on the objective of earliest possible 
victory. As regards the strategy and tactics, ade- 
quate flexibility of mind is called for. We have not 
frozen the design or scheduled volume of any types 
of weapons. We alter these as needs change and 
experience advises. Since it could be a mistake— 
delaying victory—to freeze the size of the armed 
forces at the sacred figure of 10,400,000, all we ask 
our commanders is that they double-check the pros 
and cons and make certain they are proceeding ac- 
cording to a realistic plan as free as possible from 
the stubborn preconceptions to which all of us non- 
infallible mortals are more or less subject. 


THE BUREAUCRATIC MIND... Give a bureaucrat 
an inch and he will nearly always take a mile— 
unless stepped on. As a case in point, the Office of 
Price Administration is reported to be busily de- 
vising plans for “measuring and possibly controlling 
industry profits.” The idea would be to lower of- 
ficial price ceilings if “grossly excessive” profits are 
being made. 

In the first place, the OPA was set up to control 
prices, not profits. In the second place, it is fantastic 
to suppose that there can be “grossly excessive” 
profits in any civilian industries under present con- 
ditions of high taxes, regimented prices and increased 
operating costs. In the third place, both profits and 
prices in war industries are being adequately con- 
trolled by the combination of contract renegotiation 
and excess profits taxes. If there is any need for 
still another chain around the neck of that profit 
dog, it is not visible to the naked eye. 

There ought to be some way by which Congress 
can make administrative agencies stick to the-job 
they were created to do, without over-lapping the 
functions of other existing agencies. The OPA has 
insistently claimed that it has lacked enough money 
and employees to do its work properly. That is 
probably true, but it greatly weakens its own argu- 
ment when it wastes both appropriations and time 
on matters that are not properly its business. 


DIVIDENDS ... The past year brought a reduction 
in total dividends paid on stocks listed on the New 
York Stock Exchange—but no such debacle as the 
more gloomy prophets had anticipated. The com- 
plete reckoning for the year shows that the decline 





from 1941 payments amounted to 12.1 per cent. 

Out of 834 listed equities at the year-end, 684 
paid dividends during the year; 232 paid the same 
amount as in 1941; 143 paid more than in 1941; 
and 273 paid less. By groups, the only increases 
were in amusements, where the dividend gain 
amounted to 19.4 per cent; railroads, with an in- 
crease of 10.2 per cent; shipbuilding and operating, 
with a nominal increase; foreign companies, with a 
gain of less than 1 per cent; and U. S. companies 
operating abroad, with an increase of 22.7 per cent. 

The biggest decline was in the large automobile 
group, amounting to 37.4 per cent. With this 
group eliminated, the total shrinkage was about 9.8 
per cent. Due to the conversion period, earnings 
and dividends of the automotive group were not 
necessarily indicative of 1943 results. 

If corporate taxes are held pretty close to present 
levels, 1943 dividends in the aggregate should hold 
up better than was the case last year. If we can 
judge by fourth quarter results, present composite 
earning power of representative large industrial 
companies approximates 1936-1937 levels and is 
only some 15 per cent under the very high levels of 
1929 and 1941. 


PRODUCTION FOR WAR... Last year, according 
to estimates made by the Department of Commerce, 
55 per cent of our total industrial output was de- 
signed for war. In the case of durable manufactures, 
the proportion was 73 per cent; while 29 per cent of 
non-durable manufactures were earmarked for war. 

By the year-end a much larger percentage of both 
types of goods, as well as some 80 per cent of mineral 
production, was being taken for war purposes, in- 
cluding lend-lease. For example, the Federal Re- 
serve Board estimates that in the fourth quarter 
75 per cent of all industrial output was so destined. 

In most types of manufactures, output for 
civilians is already nearly as low as it is feasible to 
push it. But that does not mean that the civilian 
living standard will not be further reduced. For one 
thing, that standard is now being partially main- 
tained out of previously accumulated inventories and 
these are steadily running off. For another thing, 
the civilian living standard does not by any means 
relate wholly to manufactures. For instance, food is 
not really industrial production, although processed 
foods are so listed for some statistical purposes. By 
all the signs, we are going to be shorter of food than 
we are now. 

On the whole, present civilian clothing demands 
could not be met out of current production. When 
the still sizable inventories in retail and wholesale 
hands decline, a very considerable shortage will de- 
velop—probably enough to make rationing neces- 
sary. But you can’t fight a modern war without 
stepping on civilian toes. At that, the pinch is going 
to be moderate as compared with the lot of civilians 
in England and Russia, Germany and Japan. 
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ls g See Gt | BY CHARLES BENEDICT 


COMPROMISE AND NECESSITY 


s mY last editorial I suggested that the political 
conflict raging in Africa called for clarification 
by Joseph Stalin as to the “amount and kind of 
political liberalization his Government contemplates 
after the war. Also a frank statement regarding 
his war aims as to territory.” 

And now Stalin’s absence from the United 
Nation’s Conference at Casa Blanca clearly tells 
us that Stalin is not ready or willing to make such 
statements — this regardless of the other reasons 
given. 

And it is unfortunate that this should be so as 
the fear of communism is once again rising to split 
the ranks of the United Nations. 

In fact, the addresses of both Hitler and Goering 
took advantage of this knowledge by enlarging on 
the possibilities of a communistic sweep through 
Europe in the advent of a Nazi collapse. 

This can make no impression upon us, since there 
is no choice between either of these autocracies. 
Moreover, we are aware of the complexities of the 
situation and know that some solu- 
tion must be found for this problem. 
Undoubtedly, the President and Mr. 
Churchill have accomplished much 
towards this end at the Casa Blanca 
Conference. 

As matters stand the salvation of 
the United Nations calls for com- 
plete unity of purpose and the most 
astute political planning, so that 
the advantage of the element of time 
is on our side, for situations have 
a way of working themselves out 
when this is so. 

As far as Stalin’s collaboration 
with the United Nations is con- 
cerned, we have known from the 
beginning that it centers around the 
mutual necessity to vanquish Nazi 
Germany. Beyond that, Stalin is 
not interested in our aims. His sole 
objective is to make Russia a dom- 
inant world factor, militarily, eco- 
nomically and politically. At the 
moment he feels particularly sure of 
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himself. And since he has contributed more than 
anyone else to the weakening of Germany — he 
dreams of getting to Berlin first and prefers to con- 
tinue to play a lone hand to make sure that he gets 
what he wants in the final settlement. And his 
chances would be very good indeed if he defeated 
Hitler, before the Allies were able to take the offen- 
sive on the Continent. 

As matters stand today, the wanton destruction of 
Europe, the decentralization of industry, and the 
other economic changes instituted by Hitler to secure 
his new order, have already produced a very different 
Europe from the one we have known. When the war 
is over there will rise from the ashes a helpless, im- 
poverished and bloodless Europe obliged to bow to 
the will of whosoever establishes hegemony over the 
Continent. 

Because of this setup the defeat of Hitler could 
readily make way for Russian domination and very 
little could be done from a nationalistic standpoint, 
for by shifting the people of Europe about from one 
country to another Hitler (Please turn to page 500) 





Three Lions 


American cheers for Russian victories are mixed with misgiving about 
the still secret post-war objectives of the Kremlin and its totalitarian ruler. 


453 



















































What’s Ahead for the Market? 


The movement seems to us to have become considerably more specu- 









lative in character of leadership and in volume indications. While we 


favor retention of positions by long-pull holders, we would defer new 


Summary of the Fortnight: New recovery highs 
were made by the Dow industrial and utility aver- 
ages, with rails lagging. New highs also were made 
by the Macazine or Watu StrReEEt’s weekly in- 
dexes of 273 stocks, 100 higest price and 100 low- 
est price stocks. In volume and leadership, the 
movement assumed more speculative characteristics. 


-_- old-fashioned people as still appraise the 
market trend in terms of Dow Theory are a bit 
suspicious of the failure thus far of the rail average 
to better its high of last November, whereas over 
the same period the industrial average has advanced 
over 8 points. There is no question as to the major 
bull trend, but there is some question about an in- 
termediate reaction. ‘ 

The writer is among the early bulls—bullish since 
May, 1942—who has believed that such a reaction 
is a probability at some time within the first quarter 
of this year. But I don’t concede that the action 
of the rail average ought to have anything to do 
with this, though perhaps it does have a psychologi- 
cal influence on the thinking of traditionalists. 

The rails are just one group of stocks. So are 
the steels or the aircrafts or coppers. In every bull 
market there are always some laggard groups. In 
the great rise of 1935-1937, the rail average did not 
“confirm” until early October of 1936. It had made 
a high of 56.53 in the summer of 1933—which looks 
pretty good in comparison with present levels just 
above 29—which was not bettered for more than 
three years. Over the same period the industrial 
average had an advance of about 62 points. Indeed, 
when the rails finally gave the Dow Theory “con- 
firmation”, about 80 per cent of the bull market had 
been completed! 

So far as it has any bearing on the possibility 
of an interlude of general market reaction, I would 
be inclined to view belated strength in rails—should 
it develop—with fingers crossed. This is supposed 
to be an “investor-dominated” market. It obviously 
is in the sense that there is no important margin 
trading position extant. But, ‘obviously, cash buy- 
ing can also be speculative in character and objec- 
tive—and I must consider the general character of 
this market as increasingly speculative when I see 
demand—cash or margin—converge increasingly on 
speculative stocks. 
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purchases until reaction offers more advantageous average price levels. 


BY A. T. MILLER 





Week after week especially during the past two 
months—a preponderant majority of the most active 
issues have been low-price, non-dividend paying 
stocks. Recently the long laggard steels, aircrafts, 
coppers and rail equipments have been “given a 
whirl”. Logically, strength in speculative “late 
movers” should not strengthen one’s bullishness on 
intermediate market prospects. 

Of course, many stocks of good quality have done 
well in the recovery period to date, and also in the 
recent movement. In this column, and elsewhere in 
the Macazine, numerous of these were recommended 
—also many low price speculations—many months 
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speculators, we have 








ago at much lower prices than now prevail. But on 
the whole, the investment quality stocks have not done 
nearly as well as the market average. To date our 
arithmetic average of 15 stocks of investment quality 
has recovered 44 per cent of the ground lost in the 
major decline from the autumn high of 1939 to last 
year’s low, against 52 per cent for the Dow indus- 
trial average. The discrepancy would be consider- 
ably greater if the Dow industrials were figured on 
a straight arithmetic basis. 

The recent rise in volume to a level above 1,000,- 
000 shares a day is another suggestion of developing 
excess in the current market. 

To keep the record straight, let me emphasize the 
following points as regards this publication’s mar- 
ket attitude: 

(1) This is a bull market and average prices in 
time will probably move much higher than now. 

(2) This article is written five days before it 
reaches the average reader and makes no effort to 
conduct a short-run trading service. 

(3) We have not advised and do not advise in- 
vestors to take profits. As a practical matter, the 
great majority of holders will do best to ignore re- 
actions and sit tight until there is some evidence 
of a major top forming—which is not the case now, 
in our opinion. To sell in anticipation of repur- 
chasing on an intermediate reaction always involves 
risk of losing a position and adding to, rather than 
decreasing, the cost of the original commitment. 

(4) On the other hand, this column doubts the 
wisdom of making new investment purchases now or 
of expanding speculative holdings. We are not 
among those whose current bullishness increases the 
higher prices go. We believe in buying values 
whereas today we see more and more people buying 
prices. We don’t admire the acumen of “investors” 
who now are itching to “get into the market”—only 
after our broad average has advanced 40 per cent, a 
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presented and are con- 
tinuing to present 
stock selections in each issue of the Macazine. But 
I repeat that my personal slant is—not unnaturally 
—less enthusistic than it was when many of these 
stocks were available at half present prices. 


I not only concede but emphasize that timing a 
worth while reaction in present-day markets is much 
more difficult than formerly—which is one good rea- 
son why liquidation by long-pull holders has not 
been suggested and why my caution is confined 
merely to a preference for deferring new or addi- 
tional commitments. 


The tendency of modern small-volume, SEC-regu- 
lated markets—with light marginal trading and 
manipulators out of the picture—is toward longer 
periods of reaction-free advance than in earlier days; 
also toward relatively infrequent rallies of any scope 
in major declines. In the big bull market of 1935- 
1937 there were only four sizable reactions in a 
period of about two years, amounting, respectively, 
to 8.17, 9.50, 18.34 and 9 points in the industrial 
average, though there were additional and more nu- 
merous reactions amounting to 5 or 6 points. Grant- 
ing this tendency, however, the present movement 
has now entered its tenth month, without any reac- 
tion of as much as 5 points. So far as immunity to 
reaction is concerned, we think it is now living on 
borrowed time. 

It may be argued that the revised capital gains 
tax, with a six-months’ holding period, encourages 
buying and discourages selling. That is true—but 
goodly numbers of early bulls already have profits 
established over six months and which thus qualify 
for the 25 per cent tax rate. Stocks bought at any 
time prior to August 1 last year are now in that 
position—and heavy tax payments are due to be met 
just six weeks hence. 

Conclusion: We think a worthwhile reaction is in 
the offing and favor deferring purchases.——Monday 
February 1. 
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As the end of January this country’s cumulative 
expenditure for defense and war approximated $70 
billion. If the war lasts another two years, this 
cumulative total will exceed $250 billion. 

That is about three times more than the highest 
national income we ever produced in the most active 
peace-time year. It greatly exceeds all the assets of 
all the business enterprises in the nation. 

But money—the medium of exchange—is only the 
measure of wealth and of value. Of itself, it is 
neither wealth nor value. Take a $20 bill out of your 
pocket and look at it. It is a nicely engraved piece 
of paper. You can’t eat it nor wear it. It has 
scarcely any intrinsic value—yet with it you can 
buy, say, a hat and a pair of shoes. In other words, 
the intrinsic value is in the hat and the shoes, not in 


the $20 bill. 
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THE PERMANENT WAR GAINS 
Uru THE COSTS OF THE WAR 





BY WARD GATES 


Again, money of itself has no productive 
power. The balance sheet of a given manu- 
facturing enterprise may state total assets 
as $10,000,000. However, the productive 
power is inherent not in the monetary 
figure but in the plant as a physical entity, 
in the machinery, in the brains of the man- 
agement, in the skill and energy of the 
workers, in the inventory of materials, etc. 

There has been a great deal of discussion 
of the “cost” of this war in monetary terms 
—much of it completely unrealistic. Many 
quite sincere people are, in my opinion, un- 
duly worried about it. The purpose of this 
article is (1) to emphasize that discussion 
of the war’s cost in dollars is highly mis- 
leading; and (2) to suggest that the real 
cost, as measured in tangible values, should 
be weighed against the great and lasting 
human and material benefits that will ac- 
crue to America as a result of our war 
effort. 

First, let us contrast our situation with 
that of France or of Poland. It would 
not occur to you to say that the war cost 
France $50 billion or that it cost Poland 
$20 billion. It would not occur to you because you 
know that to measure what the war cost these two 
unfortunate nations in terms of any money meas- 
urements would be meaningless. 

The cost to these nations, and to all others en- 
gulfed by the Hun, must be measured in terms of 
lives lost, human degredation and impoverishment, 
wrecked factories and utilities, stores bare of goods, 
mines unfit for production, farms drained of their 
fertility by lack of fertilizers and inadequate care, 
ruined transportation facilities, etc. 

The strength of any nation—both the backbone 
and the source of its material wealth—consists of 
its productive resources:—its mines and factories; 
its timber lands and fertile farms; its utilities 
and transport facilities; and, more important than 
any material thing, the knowledge, skills, energy 


Triangle 


THE MAGAZINE OF WALL STREET 
































— _ ae oS 


a ae, 


ee a ee ae ae ae ee ell 








uctive 
manu- 
assets 
uctive 
etary 
ntity, 
» man- 
»f the 
s, etc. 
ussion 
terms 
Many 
n, un- 
»f this 
ussion 
’ mis- 
e real 
hould 
isting 
Il ac- 
> war 


with 
vould 
> cost 
sland 
> you 
> two 
neas- 


s en- 
ns of 
nent, 
oods, 
their 
care, 


bone 
s of 
ries ; 
ities 
than 
ergy 


EET 





and resourcefulness of its people. 

When you look at it this way, you 
begin to see that the war is making us 
not poorer but richer—richer because 
more productive; richer because our 
total resources for production are not 
being destroyed but enlarged and im- 
proved. 

Of course, this is not to say that the 
war will cost us nothing. Already it 
has cost the lives of many thousands 
of young men. It will cost the lives 
of many more before it is finished. 
This is a loss in our most productive 
age group. Should our total casual- 
ties be proportionate to those suffered 
by France and England in the First 
World War, the human loss would be 
onerous indeed, for among the mil- 
lions in the armed forces are the men 
who would normally become in time 
our outstanding statesmen, our great 
scientists, our ablest industrialists. 

But I think there is a reasonable 
basis for hope and belief that, in 
relation to our total manpower, 
our casualties are unlikely to be as heavy as were 
suffered by France, England, Germany and Russia 
in the last war or as have been suffered by Russia 
and Germany to date in the present war. And to 
note for the record that all these nations, and others 
too, have suffered staggering human losses without 
more than passing impairment of their productive 
powers is not in any way to make light of the 
tragedy. 

Other than the lives lost, what will the war cost us 
in tangible values, as distinct from the “bookkeep- 
ing” cost as represented by dollars of national debt? 

Conceivably, though it now seems improbable, we 
might experience a few bombing raids of unimpor- 
tant total effect. Invasion, and the destruction of 
real wealth that goes with it, is out of the question. 
Our homes and public structures and works will re- 
main intact. Our farms will not lose their fertility. 
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Henry J. Kaiser, Miracle Builder. 
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Curtiss Wright Corp. 


Our forests will not be burned. Our total means of 
production will not only be intact but much larger 
than ever before. 

Great numbers of our ships are being sunk, with 
precious cargoes of arms, ammunition, food. Equip- 
ment which costs billions in money is being or will 
be destroyed in battle. Does not this represent a real 
loss and a big cost? In one sense the answer is yes— 
but a readily bearable loss in no way comparable to 
that which would be represented by serious impair- 
ment of our basic resources of production. These 
things represent only a partial loss out of current 
production. They are readily replaceable. They are 
what the military men call “expendable.” 

We are suffering some loss of productive assets in 
the form of abnormal depreciation of machinery. 
This might assume rather important scope in non- 
essential enterprises. Nevertheless our aggregate 
producing facilities will be much greater after the 
war than before; and the war-time depreciation and 
obsolescence of some of them can be promptly made 
up. Industrial power such as ours is highly pro- 
creative. Machines spawn machines. 

Suppose that in time the demands of war reduce 
our living standard considerably. It would still be 
reasonably comfortable, and still remain the highest 
standard on this globe. Suppose our supplies of food 
and clothing become as skimpy as they are in Eng- 
land. That would constitute a temporary sacrifice, 
not an economic loss. Though unavoidable, this 
would be analogous to voluntary savings in economic 
results. What we save by spending less will be avail- 
able for needed spending when goods are again 
plentiful after the war. 

Last year the Government debt—which we owe to 
ourselves as a people—increased by about $50 bil- 
lion. But in the same year the net savings of the 
people as individuals increased by about $26 billions, 
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Standard Oil Plant, where raw materials of synthetic rubber 
are manufactured. 


which certainly can be considered a substantial off- 
set. To the extent financed out of savings, rather 
than bank credit, Federal debt and investment by 
the people are Siamese twins. I think it probable 
that somewhere around half of the total Federal debt 
increase for the war period will represent savings by 
the people. 

How are we getting this vast war production? We 
are getting it partly by curtailing normal civilian 
production, and diverting to war purposes the ma- 
terials, labor, power and transportation thus re- 
leased. But in much larger degree we are getting it 
out of new producing facilities that did not exist be- 
fore the war. 

Of course, the great majority of us are paying 
radically higher taxes and it is improbable that the 
peak has been seen. These taxes are a means of 
financing part of the money cost of the war, also a 
means of apportioning the sacrifice in living stand- 
ards. Whether the apportionment is as equitable as 
it should be is debatable, the answer depending 
largely on the individual’s perspective. The point 
of view of a filling station owner who has lost half 
his revenue and two-thirds of his net income will not 
be the same as that of a plant foreman whose income, 
after taxes, is far larger than before the war. Had 
there been no changes in taxes, the effect of a war 
economy would in any event have been to raise the 
incomes of some, depress those of others. 

There is no doubt that the Roosevelt Administra- 
tion has welcomed the war-created opportunity to 
get on with a very substantial redistribution of the 
national income in favor of the lower-income people 
whose normal spending accounts for probably two- 
thirds or more of the goods domestically marketed. 
An increased share for the masses, a reduced share 
for the rest of us, appears to be permanent. I have no 
pocket-book reason to favor this—just the opposite. 
Yet I know and concede that the redistribution 
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and doubt that it will become so in future. 


Given wise policies by both the managers of pri- 
vate enterprise and by the Government, it will be | 
entirely feasible to maintain a peace-time national | 
income well above $100 billions a year. Allowing fF 
for qualitative improvement of and lower cost of 
goods after the war, such a national income prob- | 
ably would have a purchasing value at least 50 per |) 
cent greater than any pre-war annual income. If} 


that is so, more than 98 per cent of our people would 
be better off than ever before—including the middle 
and upper-middle classes and even perhaps some of 
the rich,*even if their percentage share of the whole 
were not as great as formerly. Five per cent of a 


big pie may be more than 20 per cent of a small pie. | 


The permanent material gains evolved out of the 
war effort will be so numerous that I will comment 
only briefly on some of the more significant of them. 
They include: 


A tripled machine tool capacity, an important | 


part of which will be convertible to civilian produc- 
tion; an increase of probably more than one-fifth in 
total factory horsepower; a complete new industry 
in synthetic rubber; revolutionary developments of 
vast commercial promise in the fields of electronics 
and chemistry; remarkable advances in metallurgy; 
expanded supplies of all major industrial raw ma- 
terials, with the older materials supplemented—and 
in many instances partially replaced—by plastics 
and plastic plywood, aluminum, magnesium and a 
host of synthetics; a great impetus to air transport; 
a largely increased merchant marine; an expanded 
system of pipe lines; the great highway linking the 
U. S. to Alaska; the beginning of a highway link 
with Central and South America; remarkable for- 
ward strides in medicine and surgery. 


In a nutshell, some of the (Please turn to page 504) 
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1,600-mile Alcan Highway, that now links the United States 
with military posts in Alaska. 
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theory—if practiced within not immoderate limits— [7 
is economically valid and in the interest of high and F 
continuing business activity. I do not think that f 
the scope of the income-shift to date is very onerous f 
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= period now starting—and continuing through 
March—will bring to you the annual reports and 
balance sheets of the corporations in which you are 
a stockholder. These reports and balance sheets pro- 
vide the most complete information available to 
shareholders in appraising the influences affecting, 
for good or ill, the equities into which they have put 
their money. 

War is itself the most abnormal and disruptive 
thing known to mankind. Necessarily, war condi- 
tions mean abnormal and radical change in the char- 
acter of corporate business, in operating methods 
and in financial results. For that reason it is all the 
more essential that stockholders carefully study these 
annual accountings of the stewardship of their cor- 
porate managers and the detailed explanations and 
interpretations—adequate enough for practical pur- 
poses in the great majority of cases—that accom- 
pany them. 

As this is written, out of 834 companies which 
have equities listed on the New York Stock Ex- 
change, less than 100 have released their annual 
statements; and a great many of these represent ab- 
breviated press releases, rather than the full pam- 
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phlet reports, with balance sheets to come later. 
However, just as the Gallop Poll can arrive at a 
closely accurate measure of public opinion on any 
question by a small sample survey properly con- 
ducted, so the experienced financial observer can foot 
up the limited number of corporate reports now 
available and arrive at some over-all conclusions both 
quite accurate and very important to investors. 

Even though your greatest interest must be in the 
earnings of the individual companies of which you 
are a shareholder, nevertheless the general trend of 
corporate earnings is important—because of its 
great influence on financial sentiment, which so 
dynamically affects stock prices—and is worth brief 
comment in this article. 

By far the most spectacular earnings perform- 
ance of 1942 was that of the railroads. Although 
final figures are not yet in, total net income closely 
approximated $1,000,000,000 and was almost 
exactly double that of 1941. To date, however, the 
rail shareholders’ benefit from this major improve- 
ment is quite modest, for while total net income 
doubled, dividend payments increased only 10 per 
cent. There will be a future benefit to stockholders, 
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Showing Gains in 1942 Earnings 





























1942 1941 
Walker (H.)-Gooderham & Worts $3.40 $2.03 (a) 
Purity Bakeries 2.22 1.85(b) 
Outboard Marine & Mfg. .. 1.74(¢) -08 
United Merch. & Mfrs. .. 4.04 3.53(d) 
Hooker Electrochemical .... 4.13 3.35(e) 
West Virginia Coal & Coke. 1.26 1.22 
Continental Mofors ............ 1.82 1.07(#) 
Curtis Manufacturing ..................-. 2.50 -99(e) 
American Agricultural Chemical.. 58 -53(d) 
National Oats 1.52 1.51 
Duquesne Light 4.58 3.97(e) 
Eastern Air Limes ...........ssccsccsssccccese 3.57 1.54(g) 
Hart, Shaffner & Marx...................- 8.98 5.86(e) 

RAILROADS 

Chicago, Burlington & Quincy........ $16.76 $6.10 
Northern Pacific 6.57 SF 
New York Central ................-........- 7.61 4.07 
Bangor & Aroostook 4.60 3.26 
Delaware, Lack. & Western............ 3.05 2.17 
Great Northern 11.62 6.71 
Southern Railway ...............-00-.s00-- 23.42 12.61 
Delaware & Hud 12.87 8.47 
Texas Pacific 20.17 6.09 





(a)—Quarter to Nov. 30. (b)—53 weeks Jan. 2. (c) 
Quarter to Dec. 31. (d)—6 mos. Dec. 31. (e)—Yr. to 
Nov. 30. (f)—Yr. to Oct. 31. (g)—9% mos. to Sept. 30. 
(h)—9 mos. to Dec. 31. 





however, as a large portion of rail profits—which 

also will be excellent this year—are used to retire 

funded debt, which will strengthen the position of 
' the equities. 

I estimate that net income of the electric utilities 
in the aggregate declined approximately 10 per cent 
and net available for common shareholders by 
around 15 per cent. There is nothing to cheer about 
here—except that the shrinkage was not nearly as 
bad as many pessimists had feared when 1942 began. 
Dividends paid by the 47 utilities with common 
stocks listed on the Stock Exchange declined only 
5.3 per cent from 1941 totals. This modest reduc- 
tion—considerably better than the average of listed 
stocks—was contrary to the popular consensus of 
earlier predictions and that it was so small was made 
possible by generally good cash positions and re- 
sultant ability to pay out a larger-than-normal por- 
tion of earnings. 

We turn now to the corporate division which is 
the real backbone of the stock market and of much 
greater interest to millions of investors than the rails 
and utilities—the industrial and trade group. For 
purpose of comparison over a long period of years, 
this publication has from time to time published 
actual or estimated composite earnings of a repre- 
sentative cross-section of “Big Industry,” made up 
of 200 large industrial companies. They are not all 
giants by any means, but they do include the cream 
of listed industrials—cream in this sense represent- 
ing size rather than investment quality. 

From the industrial reports in hand now, I esti- 
mate—and it will not be wrong in more than minor 
degree—that the 200 companies had total earnings 
of $325,000,000 in the fourth quarter and of $1,- 
112,000,000 for 1942 as a whole. Thus, the year’s 
earnings were about 26 per cent less than in the high 
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exactly equalled the earnings of 1929. 
But it is significant to note that the lowest point 
of 1942 industrial earning power was seen in the 


second quarter, the figure for our 200 industrials [ 
having been $226,000,000; and that both the third 7 
and fourth quarters showed large improvement. The | 


quarterly trend was as follows: first quarter, $275 
million; second, $226 million; third, $286 million; 
fourth, $325 million. 

There are several reasons for the sharp fourth quar- 


ter betterment. First, transition and conversion to war 


work by many companies held down earnings during 
the first half of the year. As conversion was progres- 
sively completed and volume of war goods deliveries 
expanded, profits improved in both the third and 
fourth quarters. Second, many companies over-esti- 
mated their tax liability in the first half of the year 
and especially in the second quarter, the subsequent 
adjustments tending to boost third and fourth quar- 
ter profits. Also various companies in the annual 
accounting included post war credit on excess profits 
tax paid as part of earnings—which it certainly is— 
whereas they had not done so in previous quarterly 
statements. Third, there is always a seasonal tend- 
ency toward largest earnings in the fourth quarter— 
though it should be noted that this, for obvious 
reasons, is less pronounced than normal in an all-out 
war economy when a very large segment of industry 
is working at forced draft with no seasonal variation. 


Rising War Goods Volume 


While it is not possible to segregate accurately the 
above three influences that made for better fourth 
quarter earnings, it seems apparent that completed 
conversion to war work and mounting volume of war 
production represented the most important factor. 
To that extent—as long as the present corporate tax 
status is maintained—the improvement registered in 
the fourth quarter should be maintained. If so, the 
1943 earnings of our “200-composite” should be 
somewhere around $1,200,000,000—20 per cent less 
than 1941 or 1929 but exceeded only in five years 
out of the past twenty years (1928, 1929, 1937, 
1940, 1941) and modestly above the earnings of the 
good year 1936 when the Dow-Jones industrial aver- 
age attained a high some 60 points above its present 
level and when its median level for the year was some 
40 points higher than the present level. 

So much for the background on over-all earning 
power of your corporations. 

As usual, United States Steel is the first of the 
major companies to issue its report. Net profit for 
the year was $5.39, as compared with $10.45 in 
1941, certainly a big shrinkage. On the other hand, 
fourth quarter earnings—aided by a Federal income 
and excess profits tax credit amounting to about 71 
cents a share—came to $2.23 a share. 

Whereas total tax deductions for the year 
amounted to $227,891,000, the tax accrual for the 
fourth quarter alone amounted only to $12,148,000. 
The company obtained large tax credits by retiring 
$41.4 millions of long term debt during the year, 
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reducing debt total to about $152 millions, and also 
by making a special payment of $16.5 million to the 
company’s pension fund. Contingency reserve in the 
fourth quarter amounted to $7 million and to $25 
million for the year. Real earnings, the con- 
tingency reserve not being deductible, exceeded $8 
per share. The company’s balance sheet is not yet 
in hand. 


The report of Bendix Aviation for the fiscal year 
ended Sept. 30 is particularly interesting because 
here is an extreme case of skyrocketing war volume. 
At the huge figure of $459,169,000, sales were 20 
times the pre-war level and 3 times larger than in the 
previous fiscal year, but profits came to $5.90 a 
share on the common stock, against $6.30 in the 
previous year. You can blame the modest reduction 
in earnings on higher taxes, if you choose—but it 
might be noted that profits would have been far 
bigger than in 1941 except for the fact that volun- 
tary contract renegotiation on Government work 
during the year came to the somewhat striking sum 
of $123,000,000! Even so, Bendix shareholders have 
no cause for complaint. As against $5.90 per share 
last year and $6.30 the year before, Bendix earnings 
before the war averaged well under $2 per share. 

But the other side of it is that this company’s huge 
physical expansion in war work involves a heavy 
drain on cash and is not without an element of 
financial hazard for the future. Bearing that hazard 
in mind, the management emphasizes the necessity 
of retaining substantial amounts of earnings and of 
creating reserves. In line with that policy the divi- 
dend rate was recently reduced from $1 quarterly to 
75 cents. As it is, the total reserve for post-war con- 
tingencies as of Sept. 30 amounted only to $7,380,- 
000 and aggregate reserves of all types came only 
to $14,171,000—quite moderate figures considering 
the size of this enterprise. 





Showing Declines in 1942 Earnings 



































1942 1941 
Mathieson Alkali. ..............cccccccccceeee $1.26 $1.90 
Allied Mills 1.87 2.40 
Consolidated Gas of Baltimore.... 4.20 4.64 
Sutherland Paper ..............ccsscescse 2.57 2.85 
United Gas Improvement .............. -48 ake 
Bethlehem Steel 6.31 9.35 
Inland Steel 6.57 9.08 
Lone Star Cement .................::000000 3.62 4.33 
Republic Steel 2.67 3.87 
Savage Arms 2.45 5.11 
Tide Water Assoc. Oil ..................+- 1.28 2.09 
Freeport Sulphur ..............:sseeceee- 3.05 3.95 
Hercules Powder ...........:ssssses++- 3.81 4.23 
U. S. Pipe & Foundry ...............-++++- 2.38 3.76 
Wheeling Steel 4.61 ULLAL 
Arlington Mills 9.45 14.07(e) 
Caterpillar Tractor. .............0e0 3.72 4.13 
Remington Rand 1.55 2.25(h) 
U. S. Steel 5.39 10.45 
Paraffine Companies ..............--..---- 1.64 2.22(d) 
Liggett & Myers 4.55 * 5.22 
Reynolds Tobacco ...........:ssssssseceeee 1.98 2.32 
Atlantic Refining ..............:::000- 2.33 5.16 
Consolidated Paper ..............:-20+-+- 1.42 1.93 


(e)—Yr. to Nov. 30. (d)—é6 mos. Dec. 31. (h) 9 mos. 
Dec. 31. 
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If you examine the Bendix balance sheet you will 
note a large increase in the cash item and in other 
current assets—but a proportionately large increase 
in current liabilities also. In other words, the money 
is rolling in to Bendix in a big way but also rolling 
out; and, like many individuals, the company can’t 
keep more than a step or two ahead of its creditors— 
the biggest of these being the Government. 

Though cash and marketable securities footed up 
to $74.7 millions at the year-end, an increase of 
$62.8 millions in a year, current liabilities represent- 
ing taxes or other claims by the Government alone 
came to over $121 million! While net working 
capital of $30.9 millions was a gain of $17.6 million 
for the year, the ratio of total current assets to cur- 
rent liabilities was only 1.14 as compared with about 
1.28 a year before. So far as financial status is con- 
cerned, this is not progress. 


The Drain on Cash 


If it could be done, it might be a good idea to put 
corporations on a pay-as-we-go Federal tax basis. 
For companies with swollen volumes, like Bendix, 
there is no threat—as long as the money keeps 
coming in. But when and if for any reason the cash 
inflow takes a sharp drop—and it will some day— 
that back tax debt could be plenty of a headache. 

Look now at Caterpillar Tractor, also a war- 
active company but one whose volume has not been 
swollen anywhere near as much relatively as has that 
of Bendix; and whose operations have not changed 
so radically in character. Due entirely to increased 
Federal taxes, net for the year ended Dec. 31 was 
$3.72 a share on sales of $142 million, as compared 
with net of $4.13 a share on sales of about $102 
million in 1941. Operating profit was $22.4 mil- 
lions, as compared with $16.2 million the preceding 
year, thus amounting to not quite 16 per cent of 
sales or closely equalling the ratio of the preceding 
year. The balance sheet showed cash at $4,525,000 
or about 16 per cent down from the year before; and 
inventories, at $37.2 million, about 21 per cent 
larger than a year before. Current assets of $58.7 
million compared with current liabilities of $27.3 
million—a comfortable ratio of better than 2.1, but 
at the end of the previous year this ratio had beer 
2.7. So even in the case of Caterpillar there had 
been some deterioration of liquid financial status, a 
familiar phenomenon of an inflationary, high-tax 
war period, though not important in this instance. 

The annual reports of Reynolds Tobacco and 
Liggett & Myers illustrate the difficulties confront- 
ing consumer goods enterprises whose sales can not 
possibly expand enough to maintain normal earn- 
ings, under the impact of war taxes and higher costs 
of doing business. Reynolds sales were $292 million 
in 1940, $323 million in 1941 and $369 million last 
year; but profits were $25.5 million in 1940, $23.2 
million in 1941 and $19.8 million in 1942. Each 
year more sales, less earning power. Net per share 
was $1.98 last year, against $2.32 the vear before. 
The sales increase was enough to more than balance 
higher costs, including (Please turn to page 499) 
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higher living costs and taxes?” 


; problem is offered for solution by an investor 
in Florida who states that his Civilian Defense ac- 
tivities, added to his regular employment, have 
caused him to pay less attention to his investments. 
Now he finds that with the growing living expenses, 
Victory tax and higher income tax he will need in- 
creasing assistance from his securities if his standard 
of living is to be maintained. He is 49 years old, 
married with a wife and one son, 21 years old. His 
earned income is $5,000 annually, 10% of which 
goes into Defense Bonds. His home is owned free 
and clear, valued at about $10,000. He carries 
$15,000 of straight life insurance; holds $2,500 in 
Series G Defense Bonds which he will not disturb; 
retains a reserve of $1,700 in the savings bank for 
any special emergency. His security portfolio is 

«currently valued at $27,180 and in 1942 yielded him 
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“How can I inerease my investment income to meet 


$1,101.25. It is made up of the following stocks 


and bonds: 


2M Southern Railway gen. 4s, 1956 
2M Allegheny 5s mod. 1944 
2M Niagara Falls Power 31/2s, 1966 


10 shares 
10 shares 
10 shares 


25 shares 
50 shares 
25 shares 
20 shares 
50 shares 
50 shares 
50 shares 
50 shares 
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BONDS 


PREFERRED STOCKS 


American Can $7 Pfd. 
Corn Products Refining $7 Pfd. 
MacAndrews & Forbes $6 Pfd. 


COMMON STOCKS 


General Motors 

General Hectric 

Sears Roebuck 

Dow Chemical 

National Dairy Products 
Standard Oil of New Jersey 
Hercules Powder 

U. S. Gypsum 








et 


stocks 


REET 











No doubt many investors are faced with income problems similar 


to those presented in this case. Naturally, opinions will differ 


as to what is the wisest course, and as to what is the most feasible 


compromise between risk and safety. The differing suggestions made 


here by our two guest experts merit careful study. The first 


program is reasonably conservative, yet offers a large increase in 


income. The second makes a much greater sacrifice of safety for 


doubled income and for capital appreciation objectives. 





> 
‘he “RE is more truth than 
poetry in that old saying 
that “he alone is rich, whose 
income is more than he uses.’ 
Income is money coming to 
a person or corporation with- 
in a specified time or regu- 
larly. Due emphasis should be given to the word 
“regularly.” The income of a nation is exceedingly 
difficult to estimate, from its inherent fluctuations, 
whereas that of an individual can be determined with 
considerable accuracy. 

The new Federal Income Tax bill will require 
drastic readjustments by many individuals in order 
to pay their indebtedness to the Government. To 
many, this will be a new compulsory budget item. 
Thousands of incomes have remained fixed in the 
face of increased living costs. While the Bureau of 
Labor reported a rise of only 7 per cent in wholesale 
prices during the past twelve months, every shopper 
knows that retailers appear to be charging more 
than ceiling prices. 

The first requisite, therefore, appears to be that 
one assure himself, as far as possible, that his income 
continues to be received regularly. If he has a 
security portfolio, he should review every stock and 
bond held and ascertain whether the interest or divi- 
dend received formerly is in jeopardy. He can 
increase his income by eliminating any non-dividend 
payer and reinvesting his funds in securities which 
are income bearing. It is not difficult to find them 
even in many low priced issues. True, they are 
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MMR TTT 


Proposal No. 1—By an Investment Counsellor 


speculations but a non-income bearing security is 
also obviously speculative. Any legitimate method 
by which a person can secure an increment in his 
income appears justifiable and will measurably 
alleviate his increased tax obligations. 





Revised Portfolio for Higher Yield 
No. of Shs. 














or Current Total 
Par Value SECURITY Mkt. Value Value Income 
$3,000 N. Y. Cent. Lake Sh. 32s, 1998 53 $1,590.00 $105.00 
3,000 bg -» Burl. & Quin. Ist 5s, 1971 74 2,220.00 150.00 
2,000 N.Y. & Qns. El. Lt. & Pr. Ist Cs 
31s, 1965 100 2,000.00 70.00 
50 shares Jones & Laughlin $5 Pfd. B... 66 3,300.00 250.00 
50 °' American Sugar $7 Pfd. ............ 86 4,300.00 350.00 
100—Cl"" Columbia Pictures $2. 75 Pfd....... 31 3,100.00 275.00 
SOC” Crown Cork & Seal $2.25 Pfd..... 37 1,850.00 112.50 
50 =") «Kennecott Copper  ...........ccccccsecce 29 1,450.00 150.00 
Ss " International Nickel 30 1,500.00 - 100.00 
os “ Continental Can ae 1,350.00 62.50 
ae * Greyhound Corp. 14 840.00 75.00 
| Seuardl’ tee Air | nen 15/2 1,550.00 125.00 
1000C lt" General Tel 16 1,600.00 600.00 
$26,650.00 $1,985.00 





This is a portfolio of a business man whose yearly 
earnings are $5,000 with poor prospects of any 
substantial increase. The preferred stocks are of 
excellent investment calibre but the large premium 
at which they are selling places them in a vulner- 
able position should money rates increase. The com- 
mon stocks are representative companies. Two of 
the bond issues are rated “B” and one “A”. The 
indicated income yield is 4.05 per cent. 

The alternative portfolio which I suggest shows 
what the same capital could do if invested as indi- 
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cated. The income yield is 7.4 per cent. Annual 
income is increased from $1,101.25 to $1,985, or 
$884 (80 per cent). To obtain this additional in- 
come, let us see how much we have sacrificed in the 
quality of securities. The bonds carry a higher in- 
vestment rating, namely, B-1, B-1 plus and A-1 plus 
in the order shown in table. The preferred issues are 
not high grade but Jones & Laughlin Steel Co. earned 
$30.18 on its combined preferred issues in 1941. In 
the first nine months of 1942, it showed $13.85 on 
the preferred stocks. Latest available balance sheet 
showed net current assets of $67,000,000 and 
cash, U. S. Government bond and other marketable 
securities totaled over $37,000,000. Net assets per 
share of preferred stocks were $327. 1942-43 price 
range: high 79%; low 61. American Sugar pre- 
ferred has paid its $7 dividend regularly for fifty 
years. Even in poor years such as 1938, it main- 
tained its dividend due to the strong working capital 
position. Columbia Pictures preferred, when plea- 
sure driving was restricted, held better marketwise 
than most moving picture stocks. For the year 
ended June 30, 1942, it showed $21.49 on its $2.75 
preferred or dividend requirements earned nearly 
eight times. Company on June 30, 1942 showed a 











strong financial condition, the ratio of current assets 
to current liabilities being 5.6 to 1. The price range 
in 1942-43 was: high 35; low 24. Crown Cork & 
Seal $2.25 preferred has paid dividends regularly 
since issuance in 1936. In 1941, it earned $13.02 on 
the preferred and average earnings for the past 
four years were $9.58 per share or over four times 
preferred dividend requirements. Latest available 
balance sheet showed net current assets of $16,700,- 
000 and the ratio of current assets to current liabili- 
ties was 3.5 to 1. Most of the equities are repre- 
sentative stocks and are included in the portfolios 
of many investment trusts, some at much higher 
prices than now prevail. Readers should not con- 
strue the foregoing as recommendations to buy or 
sell any specific security. For example, the Alle- 
ghany 5s of 1944 are due in 1944. They may be 
paid at par at maturity or they might be extended. 
The investor in this case is interested in income with 
a reasonable degree of safety. However, there is also 
a possibility of enhancement in market values in this 
portfolio. Some criticism may be made as to the 
amount of funds allocated to preferred stocks— 
about 47 per cent, whereas only 22 per cent is in 
bonds and 31 per cent (Please turn to page 497) 





Tae question posed by this 
man in Florida is one which 
is puzzling investors through- 
out the country. Its solution 
must be entirely realistic. 
Since December, 1941, the 
cost of food is up 17% and of clothing 10.6% ac- 
cording to figures just released. Prices of conve- 
niences and luxuries have advanced several times 
these percentages. Even if a “pay-as-you-go” basis 
of personal income taxation is adopted this year, 
higher taxes are going to weigh heavily on all of us. 
Plainly, this investor’s capital must work far more 
productively if his living standards are to be main- 
tained. This is doubly true today when, like this 
investor, we all want to hold as many Defense Bonds 
as we can afford. ° 

For an investor with this earning capacity and 
living standard, mounting costs of living are likely 
to add about $20 weekly according to my rough 
estimate. This means another $1,000 of income is 
needed. Victory tax on his salary will be close to 
$4.50 weekly. For a married person with no de- 
pendents (his son being 21) the personal income 
tax payable in 1943 will be approximately $700 
higher than that paid in 1942. In short, a second 
$1,000 must be added for higher taxes. 
- Despite the fact that this list is composed 62% 
of common shares and that the two bonds are well 
below top quality—the yield of $1,101.25 on the 
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Proposal No. 2—By a Broker 


current value of $27,180 means a return of only 
4.05%. This is due largely to the small yield on 
the preferred stocks which are of investment rating. 

I recommend that this investor immediately act 
to double his income from interest and dividends. 





A Portfolio for Doubled Yield 


Current Total Paid in Total 
BONDS Price Cost 1942 Income 
5,000 South. Pac. Co. 42s 1981.. 54/2 $2,725.00 45.00 $225.00 
5,000 Atl. Coast Line 42s 1964.. 64% 3,244.00 45.00 225.00 
PREFERRED STOCK 
60 sh. National Supply 6% Pfd... 66% 4,005.00 9.00 540.00 
COMMON STOCKS 
300 sh. Celotex Corporation ........ 9% 2,963.00 0.75 225.00 
500 sh. Interlake Iron .................... 7 3,500.00 0.50 250.00 
200 sh. Mid-Continent Petroleum... 1934 3,950.00 1.40 280.00 
300 sh. N. ¥. Comb. RR. cccccccccccce 11% 3,525.00 1.00 300.00 
500 sh. United Gas Improvement... 61/4 3,125.00 0.45 225.00 
$27,037 $2,270.00 





However, this means only $1,101.25 more. If still 
more is needed, it must be made up by capital ap- 
preciation. Fortunately the conditions existing are 
such that I can recommend securities for apprecia- 
tion. First, the investor has a substantial holding 
in life insurance and real estate plus smaller holdings 
in Defense Bonds and cash, this permits him to 
accept a business man’s risk in his stocks and bonds 
which would not be the case if his sole capital lay 
in his investment account. Second, in my opinion 
the market in the year (Please turn to page 496) 
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BY PIERRE R. BRETEY 


Wy max the investor of today, attempting to obtain 
guidance with regard to his investments in 1943, 
seek help from the economic trends of the past, he 


_ would find that the economic and financial history of 
| the United States has been, in essence, but a series 
| of cyclical waves. 
_ ments have paralleled these business fluctuations. 


In the main, stock market move- 


Prior to the establishment of the Federal Reserve 
System, the stock market usually made its peaks and 
bottoms six months prior to major turns in business, 
whereas subsequent to the establishment of a new 
central banking system both indices—business and 
stocks—tended to establish their peaks and bottoms 
simultaneously. That is not true of bond prices, 
however. More fundamental factors have affected 
bond prices, and in the past there have been long 
cycles of ten or more years, such as the cycle of 
longest duration culminating in extremely low yields 
in the period 1901-2, the 20-year reverse movement 
culminating in the extremely high yields of 1921, 
and most recently, the extremely long cycle of rising 
bond prices beginning in 1932-1933 and continuing 
to the present, primarily brought about by the 
monetary policies of the Roosevelt Administration. 
In the early years of the Roosevelt Administration 
the bond market abounded with many high-yielding 
rail, utility and industrial issues. These high yields 
were obtainable as the aftermath of the long 1929-32 
depression. But as business recovered from depres- 
sion levels, all groups of bond prices rose sharply, 
vields fell, and by the early part of 1937 none of the 
three groups was available at levels furnishing 
adequate yields or possibilities of any appreciation 
of consequence. In 1938, however, there began a 
divergent movement as among the three groups 





Recommended borderline issues at this time include: 
Approximate Yield 


Current To 
Price Current Maturity 
Southern Railway Dev. & Gen'l 4s, 1956 72 5.55% 7.22% 


New York, Chicago & St. Louis Ref. 4/2s, 1978 68 6.62% 6.92% 
Central Pacific (Southern Pacific System) 
Through Short Line Ist 4s, 1954 77 5.20% 6.82% 
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whereby virtually all utility and industrial bonds 
continued to sell at high prices and offer low yields, 
whereas rail bonds declined sharply, and sub- 
sequently continued to remain at depressed levels up 
to and including the present, notwithstanding that 
in 1942 the level of railroad earning power was 
highest in the industry’s history. Reasons for this 
anomaly have previously been advanced (“A New 
Age for Transportation” Jan. 23, 1942, page 
401 f.f.). As a consequence of this paradox, there 
are today practically no high yielding bonds avail- 
able save in the railroad field. This article, there- 
fore, will limit itself to a consideration of rail bonds, 
with emphasis on three groups, namely Group I: 
“Marginal” or “borderline” roads; Group II: In- 
come bonds of roads already reorganized; and, 
Group III: Reorganization or bankrupt roads. 
Securities of the first group, those of the marginal 
or borderline roads, are attractive for investors 
primarily because of the existing probability that a 
vigorous policy of debt reduction may be inaug- 
urated in 1943 by this group of carriers. Combina- 
tion of highest earnings in history—almost $1 billion 
after fixed charges in 1942—and extremely large 
cash resources—over $1.5 billion at the 1942 year 
end, furnish reasons for believ ing that a debt retire- 
ment program is likely to be inaugurated this year. 
Further reason for expecting such a development 
not only this year but for the duration, is the I.C.C. 
suggestion that funds obtained from rate increases 
permitted in early 1942, be segregated for either (a) 
Additions or Betterments, or (b) debt reduction. 
Since the former is impossible under existing short- 
age of materials, the rails will of necessity be forced, 
should they accede to the I.C.C. request, to utilize 
such funds (approximately $300 million annually) 
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For reasons herein provided, we favor purchase at this time of the 


following: 











Current Approximate 
Issue Price Current Yield 
Boston & Maine First 4s, 1960. 75 5.33%(a) 
Boston & Maine Inc. 4'/2s, 1960 44 10.22% 
Erie Income 4'/2s, 2015 58 7.76% 
Gulf, Mobile & Ohio Ist 4s, 1975..............:cccccceeeesees 73 5.48%(b) 
Gulf, Mobile & Ohio Inc. 5s, 2015...........-..:--:c-s00 58 8.62% 


(a) Yield to maturity 6.35% (b) Yield to maturity 5.85% 





to retire debt. However, discrimination is essential 
in singling out securities in this group, since a num- 
ber of roads have capital structures so top-heavy 
that an eventual readjustment seems probable 
despite some inevitable retirement of debt in 1943 
and subsequent years. Such roads as the Baltimore 
and Ohio, the Illinois Central, and Northern Pacific 
—to name but three—would appear to be in this un- 
happy condition. However, other roads would seem 
to be more fortunately situated and may, should the 
period of high earnings last as long as we anticipate, 
be able to retire sufficient debt during such period 
to re-establish their credit position. Three such 
roads would seem to be Southern Pacific, Southern 
Railway and Nickel Plate. A brief discussion of 
each is herewith furnished. 

Growing industrialization of the Pacific Coast 
improves the long term outlook for Southern Pacific. 
- This road has been the greatest war beneficiary 
among the larger rails. While war advantages will 
be lost in post war period, a greater total of perman- 
ent traffic will remain. Southern Pacific has reduced 
its fixed charges from $31.4 to $29.5 million in the 
past decade, 1932 to 1941, or 6.1%. Fixed debt as 
of December 31, 1941 was $704.0 million; ten year 
average gross $194.3 million; ten year average 
available for charges $35.7 million to cover the above 
noted $29.5 million. In order to re-establish its 
former high credit rating, we estimate that this road 
according to our calculation, should retire some 
$240 million of debt. The extent to which the road 
may accomplish this purpose is indicated by its 
large cash resources, estimated at $90 million at the 
end of 1942 (tax liabilities are almost entirely cov- 
ered by excess receivables over previous year— 
chiefly government obligations for carrying soldiers 
and war freight). Further, earnings over and above 
fixed charges should average some $60 million 
annually ($73 million in 1942) during the war 
period (with such earnings having to a large degree 
been made possible by large sums spent for rehabili- 
tation) principally in the five-year period imme- 
diately preceding the war. 

With such earnings and cash, it would appear 
that the road might well reduce its debt by $240 
million necessary to re-establish its credit, concen- 
trating on shorter-term maturities which are ex- 
tremely heavy, totalling some $220 million maturing 
between now and 1949. Fortunately for the road, a 
good percentage of this debt is selling at a marked 
discount. 

On the basis of mortgage position and _ traffic 
density, our selection of the most attractive bond of 
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the Southern Pacific system is Central Pacific, 
Through Short Line Ist 4s, 1954. 

Southern Railway is benefiting from the growing 
industrialization of the South, particularly from the 
growth of kraft paper, chemicals, plastics and steel. 
Future possibilities of the road are bright, especially 
as road and equipment have been rehabilitated and 
operating economies should be sustained in post war 
era. Past depression records should easily be 
bettered. 

In the decade from 1932 to 1941, fixed charges 
were reduced from $17.1 to $15.9 million, or 7.0%. 
Total debt as of December 31, 1941 was $281 
million. Ten year average gross was $94.0 million; 
ten year average earnings available for fixed 
charges, $18.8 million to cover the above noted 
$15.9 million. In order to re-establish its former 
high credit position, the Southern should, according 
to our calculations, retire some $75 million of debt. 
Possibility of this appears reasonably bright since 
year-end cash and equivalent was approximately $50 
million (tax accruals, however, will necessitate a 
drain of some $25 million over and above receivables 
in excess of a year ago) and the road should earn 
annually for the duration some $30 million above 
fixed charges. 


Southern Railway Debt Retirements 


Since the road’s large junior General Mortgage 
is available at fairly sizable discounts, the Southern 
should have little trouble in retiring the $75 million 
of debt estimated as necessary to re-establish the 
road’s credit position. The road will in all likelihood 
concentrate its purchases in the immediate future on 
both the development and general 6s and 614s, both 
above 90, of which $30 million of the former and 
$20 million of the latter are outstanding (end of 
1941). These two issues represent, therefore, the 
best near term media. However, for the investor 
seeking greater percentage of appreciation, the 4s 
of 1956, identical in mortgage position and in every 
other respect including date of maturity, of which 
$61,330,000 are outstanding (end of 1941) would 
appear to be the more desirable issue. As a matter 
of fact immediate profit possibilities might even de- 
velop were the road to follow the precedent of the 
Baltimore & Ohio and call for tenders. 

New York, Chicago & St. Louis system is located 
in the rapidly developing Great Lakes area and 
future outlook for this system is bright. In the past 
decade, 1932 to 1941, fixed charges were reduced 





Other attractive rail bonds: 


Interest Payment 


Current Disbursements 





Price 1942 1941 
Western Pacific Ist 5s, 1946  ...........cccccceecseeeees . en Wi ceceae 
St. Paul Gen. 42s, 1989 i res 
Chicago & Northwest Gen. 5s, 1987 30.10 28.60 


K. C., Fort Scott & Memphis 4s, 1936 aoe 
St. Louis, San Francisco 41/2s, 1978 ....... 39.84 12.41 
Missouri Pacific Ref. 5s, 1980 .......0....ccccccccccssseee 50.00 25.00 
New Orleans, Texas & Mexico Ist 52s, 1954....... 55 
New Haven Ref. 42s, 1967 38 135.00 50.63 
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from $7.9 to $6.8 million, or 13.9%. 
Total debt (Dec. 31, 1941) was 
$132.9 million. Ten year average 
gross was $39.6 million; ten year 
average available for charges, $9.7 
million; fixed charges (Dec. 31, 
1941) $6.87 million. According to 
our estimates, credit of the Nickel 
Plate would be restored were the 
road to retire some $45 million of 
debt. At the 1942 year end the road 
perhaps had cash items of some $22 
million, but these are quite small in 
view of heavy excess profit taxes 
which the road must pay. Total tax 
accruals will probably be over $20 








The drastic character of reorganization is illustrated by treatment afforded 
the large mortgage issues of the following roads. 


Northwestern New Securities to Be Issued 


Ist 4s,/89 Inc. 4/28/99 Pfd. Stock (sh.) Com. Stock (sh.) 
OT | aR 208 485 4.47 0.43 
Ret, 5S, ZOBF ocncccoccccccscece 154 233 3.07 4.85 
A similar pattern is followed in the St. Paul reorganization: 
St. Paul New Securities to Be Issued 
""A' Income ""B’’ Income Pfd. Stock Com. Stock 
Ist 4s,/89 42, 2014 42s, 2039 (sh.) (sh.) 
Gen. 412s, 1989 .......... 280 392 224.00 2.24 sisi 
CC OS 7 |. eRe ee 179.38 7.17 2.99 


It is not generally realized how drastic such reorganizations have been. We 
can best illustrate this point by furnishing a table with estimated earnings of the 
N.W. in a depression year (Column A) and in a boom year (Column B). No 
adjustment has been made for almost certain retirement of portions of senior 
debt with existing large cash resources of this road, which retirement would 
greatly improve coverage on new bonds fo be issued. 





million in 1942, thus absorbing the 
bulk of the company’s existing cash 
resources. Relatively small cash is 
occasioned by the road’s having an- 
ticipated near-term maturities in 


CHICAGO AND NORTHWESTERN 


Column A 
(Estimated Earn- 
ings in Future 

Depression Years) 


(000 Omitted) 
Column B 
Boom Year Earn- 
ings Measured by 
1942 Results (Est.) 

































































z 2 Available for Charges 10,500 26,500 
1942 and years immediately prev- _ First Mortgage Interest 4,045 4,045 
ious. However, for the duration, ieeiatmuinde ‘ a — 
Nickel Plate should earn about $10 Tees See Coaaeges Eaves = egg 
Hi ll Za the imaiiod Available for Contingent Charges. 6,455 22,455 
muon annually. in nedlate —_ Serial Note Maturities, S. F. & Commutable Int..... 1,512 1,512 
future, the road doubtless will con- Additions & Betterments Fund 2,500 2,500 
centrate in purchasing its =e Available for Income Bonds 2,433 18,443 
maturity of $22.9 million. Ulti- Int. on Income 412s, 1999 4,727 4,727 
mately the buying should spill over S. F. Income 42s, 1999 525 525 
aah pga bonds and the Re- Times Coverage Inc. 41/25, 1999 .........scseccseeees 0.52x 3.90x 
funding 414s, 1978, would seem to ams, Earned Income 11/25 $23.22 $175.50 
offer better than average possibili- Available for Preferred .....c...cccssscconssssccnssessnsssscnnsessen seeeanse 13,191 
ties, since signs point to credit of Dividend Requirements, Preferred ..............-.---:s-+ 5,349 5,349 
the Nickel Plate being restored as eee $12.32 
the aftermath of application of War- — Available for Common cecccccssssccccscessccssccesssssensssesseseeee  eesssuce 7,842 
swollen earnings. Earned on 1,077,997 Shares Common x .......ccccccccnee 0 eeseeees 7.27 





In addition to the marginal roads 
there are securities which appear 


x—Under original plan 1,203,997 sh. were to be issued; with no need of issuance of $13,000,000 
1st mtge. bonds as originally planned; number of shares of are 





reduced proportionately. 





well situated, particularly issues of 
roads either already reorganized or 
whose capital structure has been voluntarily ad- 
justed. Virtually all these roads have had capitaliza- 
tion drastically readjusted. Of this group three 
roads, Boston & Maine, Gulf, Mobile & Ohio, and 


Erie, are worthy of mention. 
Boston & Maine Fixed Charges Set 


Voluntary reorganization of the Boston & Maine 
reduced fixed charges from $8.0 million to $4.73 
million, since reduced to $4.6 million at the end of 
1941. Fixed debt as of December 31, 1941, was 
$67.1 million; ten year average gross, $45.0 million; 
ten year average available for charges, $8.6 million 
to cover $4.6 million charges above stated. The road 
has taken steps to accelerate further reduction of its 
debt by a provision for moderate sinking funds, plus 
one-third of balance of earnings after charges. In 
1942, there were approximately $3 million for that 
purpose. Both First Mortgage and Income bonds 
present better than average profit possibilities. 

Gulf, Mobile & Ohio was formed by merging a 
solvent with an insolvent carrier. Company is likely 
to be one of those which will run counter to the long- 
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term downward secular trend of the industry, bene- 
fiting from the factors emphasized in our discussion 
of Southern Railway. Operating economies inci- 
dental to the merger render past performances 
rather meaningless. Under worst depression cir- 
cumstances we can envisage, coverage of fixed 
charges would be adequate. New fixed charges now 
require less than 8% of average gross). No A & B 
fund has been set up, and sinking fund is only 1% of 
1% of principal amount of bonds outstanding. 
However, surplus earnings will probably be used to 
retire debt during current prosperous period. Both 
First Mortgage and Income bonds offer good yield 
and provide possibilities of appreciation. 

Much has been written on Erie, in virtually all 
financial publications. We shall therefore merely 
high-light this situation. Erie reduced its fixed 
charges in reorganization from $13.86 million to less 
than $7.0 million—admittedly quite drastic. The 
road now requires from 5 to 8% of its gross to meet 
new charges. With new capitalization so drastically 
adjusted, new Income bonds are particularly well 
situated. Interest has been earned in each of the 
last 50 years except 1938. (Please turn to page 500) 
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By E. 


Erzatz foods will make their appearance in increasing 
numbers. OPA already has found the coffee market 
taken over by substitutes—combinations of roasted 
cereals, molasses and corn oils for the most part, 
mixtures of real coffee and roasted cereals to a lesser 
extent. Ceiling prices ranging from four cents per 
pound upward are being set to encourage wartime 
shift to the more plentiful beverage ingredient. 


Price Rises on food commodities lie ahead, Leon 
Henderson and his successor, Prentiss Brown, 
agreed. The honeymoon period of business expan- 
sion has come to an end and cost levels are crowding 
price ceilings, was Henderson’s way of putting it. 
Brown was more direct: living costs, he said, will 
increase about one-half per cent a month in 1943— 
projecting a six per cent rise during the year. 





Washington Sees: 


Business and industry should begin preparing 
now for a post-war siege of litigation greatly 
surpassing the series of suits and prosecution 
which followed the Armistice of 1918. 

The Department of Justice is cramming its 
files with data to be extracted and placed be- 
fore grand juries and judges when the last round 
is fired. The Truman and Faddis Committees 
have conducted continuing inquiries into pro- 
duction practices and contracts; while the re- 
negotiation program has levelled off profits in 
many fields to the point where little post-war 
recapture seems indicated, a prolific source of 
actions will nevertheless be found. 

Today the Department of Justice has 20 im- 
portant antitrust cases fully prepared and ready 
for submission to grand juries when the war 
ends; 742 other cases are under investigation. 
A full-fledged and amply staffed War Frauds 
Unit is digging into reports of collusive bidding, 
high costs of materials and services, use of de- 
fective’ or faulty products, and numerous other 
subjects. 

The immediate post-war period already seems 
certain to become a "lawyers’ holiday." 
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Purge of radical elements which have attached them- 
selves to the Administration was the objective of 
Southern Congressmen who led the successful fight 
against giving New York’s leftist Rep. Vito Marc- 
antonio a place on the powerful judiciary com- 
mittee. The caucus action has few precedents. Marc- 
antonio once ran for office as a Communist; as a 
Congressman he opposed every war measure until 
Russia was invaded by Hitler. As one of 21 judici- 
ary committee members his voice would be weak, 
and the Southerners knew it. But they “served 
notice.” 


Cooperatives have many friends in the current Con- 
gress. Rural members, naturally, form the nucleus 
of a movement that will be heard from as the months 
pass. The economy of distribution is in for com- 
plete overhauling, with the narrowed profits on 
agricultural products giving impetus to the demand 
for federally-encouraged, if not federally-financed, 
cooperative distribution. The “middleman” is on 
trial once more. 


Manpower problems of the farm and factory are 
being accentuated by isolated, but ominous, out- 
croppings of well-intentioned attemps to shame men 
into uniform, with the result that employers are 
reporting the loss of essential men to the services. 
It hasn’t matched World War 1, when busybody 
women pinned white feathers upon males in civvies, 
but it definitely has reached the danger point. And 
a campaign will be instituted by War Manpower 
Commission Chief Paul V. McNutt to persuade 
essential men that it is patriotic for them to remain 
at their lathes and threshers, and the 3,000-odd 
other jobs that are vital to the war effort. 


Grade Labeling by force of law has made its appear- 
ance in an OPA order fixing dollars-and-cents ceil- 
ings for canned grapefruit juice. Grade labeling 
presumes that any salable product can be slotted 
into one of a limited number of quality categories— 
it is No. 1, No. 2, or No. 3, and there are no inter- 
mediate values. Factors of taste, arising out of pro- 
duction of basic item in a favorable climate, etc., go 
by the boards. Advertising will suffer. 
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A shift in emphasis on relief measures from producers and trans- 


porters, to distributors, is in the offing. Commerce Department is 
sampling effects of materials and labor shortages on that group. 
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Where multi-line selling is the order—hardware for instance— 
the report will show 80 per cent of the outlets can survive for the dura- 


tion. Where a single line, no longer produced, is handled—radio, for = 
instance—60 per cent will not Survive another year of war. = 





























Switch from sales to repair and maintenance isn't a solution 
for the merchandising side of radio. Dealers stocked heavily on parts 
can't find skilled repairmen. 
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Dollar-a-year men who joined government bureaus knowing they'd 
be targets for competitors and publicity-seeking congressmen, have had 
the first pot-shot taken at them from within the government. Agri- 
culture Secretary Wickard has barred w. o. c. (without compensation) 
executives from the food program. 
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Wickard's "policy" lacks ring of sincerity. Below the headline- = 

























































































































































































grabbing statement that he doesn't want any w. o. c.'S in his setup, 
hem- appears the statement that he will use men in that category as = 
re of "consultants." = 
fight = 
[arc- Placing of ceiling price over corn is forerunner of new drive = 
com- to halt the rapid advance in basic food prices. Used chiefly to feed : 
farc- livestock and poultry, corn ceiling can control prices of meat, dairy = 
a a products and poultry,—without discouraging production. 
until Similar ceilings on other basic products will be along shortly— 
dici- if the farm bloc doesn't balk. Actually, corn hasn't reached parity 
veak, price; there's ground for challenging legality of a ceiling. 
Government is one business that seems able to continue indefi- Ee 
nitely on deficit spending. Sobering thought is the fact that estimated = 
Con- total value of public assets that could be thrown in for liquidation = 
cleus is $309,000,000,000; funds authorized and appropriated for war purposes, 
mnths plus requirements of the new budget amount to $320,000,000,000. 
vag Colossal expenditures for war, past, present, and contem- = 
canal plated, actually exceed the assessed valuation of the country, as well 
as the national wealth. 
iced, = — 
5 on Limitation of salaries—even total incomes—to $25,000 a year, = 
continues to be dangerously attractive argument in the hands of Capitol = 
oo Hill demagogs. More so, as hugeness of the war budget sinks into = 
out- public consciousness. Simple arithmetic of the matter is that net = 
siiaats additional contributions by the wealthy under such a regulation wouldn't 
sine pay the costs of war for five days. 
1ces. Actual 1942 spending was $52,406,000,000—nearly four times the 
0d y 1941 disbursements. Average daily cost was $169,000,000. But the 
vies, speeded tempo is reflscted in the fact that against this year-around = 
And average, December daily spending totaled $235,000,000. = 
wr The word "compulsory" will fade out of all formal texts on = 
nad man-power handling and the principle of compulsion no longer is favored. 
wee Women will not be required to take war work. They will be invited to 
-odd do so, their patriotism appealed to, but there won't be a law. 
, Total mobilization under a single head—production, procurement, 
sor civilian supply, and military personnel—will be urged from now on with 
ceil- redoubled vigor. op Ta : 
ling aS 
tted The governmental alphabet is about due for reshuffling, but 4 
es— F. D. Re won't go this far. aes = 
seni Inside the huge Pentagon Building there is more worriment than = 
apt ever over Russia and China. They'll soon be invited to step up from = 
- — = 
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associates to full partners in the United Nations war effort. Russia 

takes the not unreasonable position that she's carrying the brunt of the 
attack with too little aid. China feels she's being sacrificed; doesn't 
like the "Hitler-is-our-No.-l-enemy" policy. 




















Certainty that new "fronts" will be opened soon on the European 
sector, with, perhaps, a token "front" in the South Pacific, promises to 
Siphon away aid reserved for the latter area, further complicate the 

Situation. 





























How to assuage China's feelings while indirectly supplying 
greater aid to Russia, a nation that isn't even at war with her assail- 
| ant, Japan, requires a job of Selling. War strategists think the prob- 
lem may be solved by giving China a greater voice in decisions—future 


decisions. 
















































The Office of Price Administration has placed banking on a 
piecework basis—30 cents for opening an account; 10 cents for monthly 
service fees on accounts; 10 cents for each deposit made; .005 cents 
for sach item included in a deposit, and so on. These are the fees 
government will pay banks for handling ration accounts. The banks have 
accepted; probably have eStablished precedents that will be cited to 


them in the future. 

















Odd spectacle of a producer group fighting with vigor against 
subsidies i in their favor, and meeting stubborn resistance, is found in 


the current agricultural muddle. 














Iwo leading farm organizations have pleaded with government to 
end the subsidy plan. Artificial costing of food items does justice 
neither to the farmer nor the consumer, they contend. They'll fight 
the next Commodity Credit appropriation bill—probably a one billion 
dollar grant—on the theory that it won't prevent inflation, but simply 


conceal costs paid by the consumer, direct or through taxation. 


























Surprisingly enough, four oul of each five automobile retail 





R F C loans under the Marray-Patman Act transfused life blood into 
agencies having cars "frozen" in their hands. But repair work is the 
sustenance. Now Selective Service is tapping the force of mechanics 
giving rise to the likelihood that maintenance may match rubber shortage 


as the prime “automotive problem of 1943. 
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Signs of the Times: nearby Front Royal, Va., is building 
parallel highways—a 14-foot topsoil wagon road along side a 22-foot 
high-type concrete highway. And the horse-and-buggy road will be built 
first. 

















Recapping of civilian automobile tires will come in for early 
curtailment. War Department finds 75 per cent of employees in war 
: production plants drive both ways, and 5,000 miles is the average "life 
expectancy" of most of their rubber. Dire forecast is that majority of 
war workers cars will be out of service by July l. 
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Look for early departure of newspaper "specialties"—overly 
large comic supplements, multiple back-of-the-news columns, possibly 
book review sections. Newsprint shortage, growing worse rather than 
better as problems of manpower, transportation and shift of electrical 
energy multiply, maks up the reasons. Government won't tell publishers 
what features to drop; the cut will be horizontal putting it up to the 


individual publisher to sa say “what remains in, what goes out. 




































ba E LEAL on will be a prime work of the 78th Congress. 
Martin Dies will get more funds to ferret out subversive forces. 
Senator Harry Truman will continue his probe of war production. Federal 


Communications Commission will be examined in Surroundings as acrimoni- 
ous as the Teapot Dome inquiry. Over-staffed federal agencies will be 
limelighted. 0 P A will be taken apart by a House committee. Half a 


dozen others are in prospect. 
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PART ONE 


Outlook and Ratings for Individual Machinery and Machine 
Tool Stocks, Foods, Utilities, Tobaccos and Motion Pictures 


—_ re-appraisal of investment and speculative 
holdings is an essential safeguard against changing 
conditions which threaten or potentially threaten 
either capital values or income return or both. The 
military, political, economic and financial changes 
affecting security values today are more numerous 
and rapid than ever before. Especially in the case 
of common stocks, watchfulness is imperative. 

To serve this need THE Macazine or WALL 
STreEEt, as for many years past, presents its special 
Re-Appraisals of Earnings and the accompanying 
Dividend Forecasts at six-month intervals—besides, 
of course, its regular bi-weekly coverage of all signi- 
ficant developments important to investors. 

Our thousands of readers in the aggregate hold 
stocks of many hundreds of corporations. Thus, 
lengthy individual re-appraisals in this service fea- 
ture would permit coverage of too few to be ade- 
quately useful. Hence our effort on the subsequent 
pages is to present the most pertinent information 
and ratings on the maximum possible number of 
issues as concisely as possible for the convenience of 
our subscribers. 





It is important to bear in mind that current earn- 
ing power of various war-active companies is ab- 
normally good and thus not indicative of future 
potentialities. Similarly, depressed “war casualty” 
earnings are also abnormal. For these reasons, as a 
handy reference guide, our tabulations show for com- 
parison the average pre-war earnings and dividends 
of 1936-1939. Book values and—where feasible— 
net quick assets per share are also shown and are of 
considerable interest in an inflation era. We present 
a double rating system in parallel columns, the first 
covering the stock’s investment status, with reference 
to earnings, dividends, financial strength, etc., under 
war conditions; the second representing an invest- 
ment rating of peace-time prospect and potentiality. 
The key to both is simple, as follows: A — High 
Grade; B—-Good ; C—F air; D—Marginal. 

Selected issues favored for capital gain are de- 
noted by a dagger symbol in the tabulations; for 
safe income, a star; for income and appreciation, an 
asterisk. For guidance on timing of purchases for 
appreciation, watch the continuing advice given in 
our regular market analysis article. 
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Profit and Dividend Prospects as 
War Orders Begin to Taper Off 


j= machine tool industry’s shipments in 1942 are 
estimated to have exceeded $1,300,000,000. This 
is an increase of about 68% over 1941’s record ship- 
ments of $775,000,000. How rapidly the output of 
the industry has expanded under the.stimulus of war 
demand is not generally realized. In 1940, which 
was regarded as a very good year, shipments were 
only about $450,000, 000; in 1939, output was about 
$200,000,000 ; in the depression year of 1932, only 
$22,000,000 worth of machine tools were shipped, 
and some of these came from inventories previously 
produced. In fact, in the years before the war, an 
annual production of $150,000,000 was considered 
“good.” Thus the 1942 output was something like 
766% better than the industry’s pre-war idea of a 
“good” year! 


It has been the machine tool industry’s job to get 
the rest of American industry equipped to produce 
airplanes, tanks, guns and all manner of other ma- 
chines and devices necessary to wage the greatest 
mechanized war in history. Both the figures just 
quoted and the current output of planes, tanks, guns 
and engines of war witness to a most remarkable 
accomplishment. The machine tool industry has per- 
formed a modern industrial miracle. This speaks 
well for the industry’s patriotism, its management, 
and its ability to train new skilled mechanics. 
Furthermore, earnings reported by the leading com- 
panies have been most gratifying—and dividends to 
stockholders have been far above normal. 

Production still is proceeding at a remarkably 
high rate, probably $130,000,000 to $135,000,000 
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Crucible Steel Co. 


per month; but, as should be expected, the industry 
is beginning to eat into its backlog of unfilled orders. 
The job of equipping the war plant of America is 
approaching completion. Forward business on the 
books of machine tool companies at the beginning of 
the year was about $1,012,000,000, or roughly 714 
months output, and new orders no longer equal ship- 
ments. 


The best authorities think that first half output in 
1943 will be as large as output in the last half of 
1942, but the production in the second half year will 
be lower than in the first half. Perhaps 1943’s total 
output will be as large as that of 1942, but it won’t 
be importantly larger. Regardless of the duration 
of the war, there is little probability that 1944 will 
see the machine tool industry anything like as active 
on war work as in the current year. The job of 
providing initial equipment for the nation’s war 
plant is approaching completion. The time of re- 


adjustment of peace conditions in this industry soon [| 


will be at hand. 


Right here it should be pointed out that there are 
all kinds of machine tools, and some tools which are 
not really machine tools of the type in which the war 
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program is nearing completion. There is also the 
machinery industry, outside of machine tools, where 
there are to be found production programs nearing 
completion and other programs still in full bloom. 
For instance, General Machinery is making pro- 
pulsion machinery for ships and we are making 
ships faster than ever. A large number of machinery 
and machine tool companies are making shells and 
torpedoes and will remain active so long as the war 
lasts. There are always new “special” tools required, 
especially as production shifts from one type of war 
machine to some new type or some new invention. 
The trouble is that it is hard to know what companies 
are rounding out their task and what ones are still 
hard at it and have much more to accomplish. Much 
of the information the analyst of machine tool and 
machinery shares would like to have is “a military 
secret.” 


Deferred Demands 


Here and there, however, we can get some hints. 
One is the reappearance of the machine tool sales- 
man, long out of circulation. Some machine tool 
companies are beginning to solicit business outside 
the armament industry, pointing out that capacity 
soon will be available to make machine tools for users 
up to now unable to obtain priorities. There is what 
usually would be regarded a large accumulated de- 
ferred demand for the products of this industry as 
well as for the products of the miscellaneous ma- 
chinery industry all outside of the war effort. Prob- 
ably this normal “peace-time” demand will be an 
important cushion in the second half of 1943 and 
in part of 1944 if the needed metals can be had. 


The non-armament industry demand in 1943 and 
early 1944, however, is likely to be nothing more 
than a stop-gap. The big questions about the de- 
mand for machine tools in the next five years are 
difficult to answer. Obviously it won’t come from the 
armament industry; that is pretty well equipped, or 
will be by the autumn of 1943. Equally obviously, 
the plants which have needed machine tools and have 
been unable to obtain them because of priorities can 
cover their requirements rather rapidly. The big 
questions surround the machine tool demands of in- 
dustry as it reequips for a peace economy. T’o clear 
the atmosphere, it should be recognized at the outset 
that this demand will not amount to shipments as 
large as the $1,300,000,000 total for 1942. If half 
this production should be demanded, the industry 
would boom; and somewhere between 15% and 25% 
of the 1942 production probably would mean a fairly 
good peace-time business. 

Some companies never were prosperous in peace- 
time and are engaged in making types of machine 
tools and machinery for which there is unlikely to 
be much peace demand. E. W. Bliss Company prob- 
ably is one of them. Others make “staples” and have 
managements which have been able to do well in 
good times and bad. The year-in-and-year-out re- 
ports of outfits like Brown & Sharp, Kearney & 
Trecker, Pratt & Whitney, Cincinnati Milling Ma- 
chine, Warner & Swasey, National Acme, Bullard, 
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Jones & Lamson, Lodge & Shipley and Buffalo Forge 
are such as to inspire some confidence in their future. 

But, it may be objected, there never were so many 
machine tools in existence as there will be at the end 
of the war. Many of these machines will not be worn 
out, some of them will not have been used hardly at 
all. Of course some types will not be applicable to 
peace-time industrial work, having been made espe- 
cially and exclusively for the war effort. Others, on 
the other hand will be standard lathes, screw ma- 
chines, presses, etc., easily adjusted to some other line 
of manufacture. They will make possible a secondary 
market for machine tools. There will be second- 
hand machine tools and machines available. Some 
of them will have to be rebuilt or changed, but others 
can be used almost without alteration. 

There is another side to this, though, which should 
not be overlooked. Machine tools are delicate things, 
and ordinarily they are operated by experienced 
mechanics for relatively short hours. During the 
war most of them have been operated by inexperi- 
enced mechanics, sometimes by women, and usually 
for very long hours. The matter of wear and tear 
as well as of abuse and obsolescence is to be con- 
sidered. A very large part of the nation’s immense 
stock of machine tools may not be fit for the second- 
ary market. Some fundamental parts may be un- 
harmed. Probably there will be a big repair and 
rebuilding business for qualified organizations. 

Every thoughtful person can see that one of the 
things the world is going to gain from this war is 
technological progress in the field of mechanics and 
invention. During the next few years, assuming 
that peace comes, many new devices and products 
will be introduced into the world and all of them 
will demand machinery to manufacture. Most of 
them will be of such a nature that rather compli- 
cated machine tools and machinery will be needed. 
It is conceivable, even probable that after a slump in 
the machinery and machine tool industries imme- 
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diately after the war, there will be a huge demand 
for the instruments of mechanical production. 

This is likely to be supplemented, too, by a large 
export demand for all types of machinery. If we 
are to build a durable peace, we must loan money to 
the countries of the world and enable them to in- 
crease their living standards. In loaning money, we 
really will be loaning, if we are wise, the instruments 
of production as a more or less permanent invest- 
ment. We can’t wisely keep all this mechanical and 
technological progress at home. Indeed, if we do, 
we will be defeating our own ends and limiting our 
own markets. It is possible that we will have an 
export boom in machinery. 

To a greater extent than the production of steel 
and non-ferrous metals, the machine tool and ma- 
chinery industries are in the prince-or-pauper class. 





This business is either a feast or a famine. As al- 
ready has been stated, in 1932 total shipments of 
machine tools amounted to only about $22,000,000 ; 
one major company that year actually sold only 14 
lathes—every one of these from stock. In 1942, the 
industry’s shipments were 60 times the 1932 total! 
This is an unusually wide fluctuation, the widest the 
industry ever has experienced, but it is nothing un- 
common for the machine tool makers to sell five or 
six times as much stuff in a good year as in a bad 
one. 

Recognizing this unstable characteristic, the lead- 
ing makers of machine tools and machinery have 
been reluctant to take the public into partnership. 
A great company like Cincinnati Milling Machine 
still is privately owned. Kearney & Trecker, Warner 
& Swasey, and Buffalo Forge are concerns in which 
there has been a large public ownership only a little 
more than a year; and the only reason they are 
publicly owned now is that estates have had to raise 
money to pay inheritance taxes. No investor should 
own a machine tool stock unless he is prepared to 
assume the risk of irregular earnings and dividends; 
they are inherent in the business. 

To buy such securities now, of course, is to buy 
them in the final months of a great boom. This 
explains why they are selling at such fantastic prices 
in relation to earnings and dividends. It explains 
price earnings ratios of 114 times, 2 times and 3 
times earnings and yields of 12%, 15% and even 
20% based on recent rates of dividend distribution. 

The machinery industry, as separate and apart 
from the machine tool industry, usually has been 
more stable. A company like United Shoe Ma- 
chinery, which specializes in a “repeat” market and 
royalty field, has an enviable record for dependable 
earnings. Concerns like Ingersoll-Rand and Fair- 
banks, Morse & Co. have attained a fair degree of 
stability, and their shares (Please turn to page 498) 





Position of Leading Machinery and Machine Tool Stocks 





1936-39 
Average Divi- 

Dividends dends War Peace 
Per Sh. 


1942 
Net 
Per Sh. Per Sh. 


Bock Net Quick 1936-39 1941 
Value Assets Avge. Net Net 


Company Per Sh. Per Sh. Per Sh. 


1942 


Paid Rating Rating COMMENT 





Amer. Mach. & Fdy... 15.96 4.30 1.01 1.37 1.30E 0.90 


Further ventures into other fields seen as lessening de- 
pendence on cigar and cigarette machinery business as 
chief revenue source after the war. Finances are sound, 
and no change in current dividend basis is expected. 


0.80 B Cc 





Babcock & Wilcox........ 28.30 2.65 6.33 4.80E 2.02 


Past decade earnings record erratic. Completion of 
shipbuilding program may be followed by sharp drop in 
operations. Dividend payments will probably be con- 
tinued during 1943. 








Black & Decker ......... 18.06 10.85 1.98  3.78Se 1.72Se 0.75 


Heavy taxes will probably further depress earnings in 
current fiscal year. Research activities should help 
company hold good position in portable electrical tool 
trade in peace years. Usual dividend indicated. 





By I pisrectniencse 14.00 0.48 5.63 NE 


Earnings record is erratic, and post-war period will 
doubtless witness a return to the wide fluctuations be- 
tween profits and deficits. Continuation of 1942 divi- 
dend basis this year is questionable. 





Bucyrus Erie ................ 5.72 0.80 1.65 1.20E 0.31 





Post-war demand for excavating machinery will not 
maintain the rate induced by war factors. Reversion 
to former unimpressive earnings record anticipated. 
However, 1943 dividends on common may equal last 
year's payments. 





Buffalo Forge .............. 8.10 1.71 3.50 3.25E 


0.50(b) 2.00 B c 


War-inspired demand for varied equipment will con- 
tinue at high levels. Rehabilitation needs will probably 
prevent sharp post-war drop in operations. This year's 
dividends may approximate 1942 payments. 





Beard CO. o.cncsccccees0s. 19.53 (a) 1.66 7.17 7.00E 1.06 


2.50 B c Revival of auto manufacture after the war seen as 
facilitating transition to peace-time basis. Aviation 
d should also be _ helpful. $0.50 


quarterly dividends will probably be continued. 
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Position of Leading Machinery and Machine Tool Stocks 





Book Net Quick 1936-39 
Vv Assets Avge. Net Net 
s 


er Se. fer th. Pe oe. Dividends dends War Peace 


Paid Rating Rating 


COMMENT 





*Caterpillar Trac. Co... 


Demand from agriculture, road building, mining, oil field 
and other sources may be fairly well-sustained in im- 
mediate post-war period. Finances are sound, and 
oo $2.00 dividend basis will probably be main 
tained. 





Chicago Pneu. Tool 


ST yee 


Renegotiation factors may affect 1943 results. In post 
war period, earnings may resume wide fluctuations re- 
sulting from extensive variation in demand. Current 
$0.50 quarterly basis on common should be maintained 
for near future. 


_ 





Compo Shoe Machy 


27 LE OR RS 





Leather shortages will affect income from leased shoe 
machinery, though war items will sustain overall vol- 
ume. Keen competition features industry, but com- 
pany's position is strong. No change seen in $0.15 
quarterly common basis. 








High volume, but lower profit margins, expected for 
duration. Normal markets well-diversified. Aviation, 
most important outlet, should aid overall sales status 
after war. Regular $2.60 dividend indicated. 





*Fairbanks, Morse 


Output for heavy industry diversified. Increasing 
Diesel engine use is favorable post-war factor. Divi- 
dend policies conservative, but 1943 payments may 
equal last year's total. 








Comparative stability of demand from food trades 
features normal operations. Automotive specialty 
lines should be helpful in post-war period. Finances 
are strong. Continuation of regular $1.75 dividend 
basis expected. 











Boiler equipment and oil refinery machinery are princi- 
pal normal products. Pre-war record unimpressive. 
Return to unsatisfactory profit status probable with 
end of war. 














Heavy industry outlets extensive. Strong trade posi- 
tion should assure normal quotas in peace time. 
Finances strong. Dividend policies liberal. Usual $6.00 
common dividends expected for 1943. 





Company holds strong position in steel chain, conveyor 
and power transmission field. Moderate earnings levels 
anticipated in peace era. Regular $2.00 common divi- 
dend should be maintained. 
Approach of maximum steel producing capacity, an 
important revenue source, detracts somewhat from 
long-term prospects. Financial position satisfactory. 
Reduced $0.621/2 dividend basis may be continued. 








Monarch Mach. Tool.... 2.70 7.14 11.00E 1.59 


Return to normal industrial conditions will doubtless 
be accompanied by sharp earnings decline. This is 
reflected in conservative dividend policy, despite large 
current profits. 





Revived automotive demand after war should mitigate 
inevitable post-war slump in profits. Pre-war earnings 
record was irregular. $2.00 dividend basis should be 
continued for near future. 








Facilities being fully utilized for duration. Increased 
oil-well drilling essential to sustain post-war operations. 
No dividend on common stock in prospect. 





Niles-Bement-Pond 





Normal markets are well-diversified. Potentialities In 
automotive and aviation tool fields should cushion the 
effects of post-war contraction. Dividends in 1943 may 
equal last year's payments. 














United Engr. & Fdy..... 





Output devoted to Government work for duration. 
Return to unimpressive pre-war earnings record fore- 
seen for later years. Somewhat lower dividends in 
prospect for this year. 





Capacity presently fully utilized. Rehabilitation needs 
will help after war, but prospective excess steel mill 
capacity is seen as limiting demand in post-war period. 
Strong finances suggest possible $2.25 divi- 
dends this year. 








U.S. Hoffman Mchy 








Ordnance contracts sustaining war time operations. 
Accumulating demand for normal lines may prevent 
sharp post-war contraction, but long-time outlook un- 
impressive. 1943 dividends uncertain. 














Pre-war record only fair, and there is little likelihood 
that post-war rehabilitation orders can materially 
improve peace-time earnings status. Dividend outlook 
is not attractive. 





Filling station equipment patent situation strong, thus 
affording fair post-war prospects for replacement and 
new business. Regular $2.00 dividend basis will prob- 
ably be maintained. 





Worthington Pump 





(b)—1937-39 average. 


(a)—Senior capitalization exceeds net quick assets for common. 
*—-Recommended for income and appreciation. B—Good. 


ended September. 


Erratic pre-war earnings record is likely to be re- 
peated in the years ahead. Large arrears on old 
Class A and B preferreds preclude consideration of 
payments on common stock. 


(c)—11 mos. Nov. d—Deficit. E—Estimated. " Se—Yeor 
D—Marginal. 
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Lower Earnings 


For Most Food 














Investment Status of Favored 
Issues Remains Secure 


Riins year’s crops exceeded 1941 by 14%, and the 
previous record year . 1937 by 12%. About 13% 
of our food last year was diverted to the armed 
forces and lease- a edie latter took $1,267,553,- 
000 worth of. farm products—while the laboring 
classes ate more heartily and housewives stocked up 
on delicacies. No wonder prices advanced nearly 
40% in three years, despite Leon Henderson’s best 
efforts. Wholesale grocery inventories in November 
were 14% below 1941. 

This year probably 20-25% of our food supplies 
will be diverted to the Federal Government. Part of 
this demand is due to the big appetite of the soldier, 
who eats one-third more than a civilian. Military 
and lend-lease this year will take one-quarter of our 
meat, one-third of the lard, nearly one-third of the 
eggs and half our canned vegetables. However, com- 
pared with average 1935-9 consumption, it is said, 
civilians will still be well fed, getting considerably 
more poultry, citrus fruits and “cereals than during 
that period, while the per capita reduction in dairy 
products, eggs, potatoes and vegetables will not ex- 
ceed 5 or 10%. More peanuts and soy beans will be 
used for filler in “ersatz” sausages, etc. Apartment 
house dwellers, accustomed to living out of tin cans, 
may feel the pinch, with the exception of baby 
foods, many canned foods seem likely to disappear 
and canned soup will be reduced about one-half. 
Glass will be used more largely for containers. 

The farmer did a marvelous job (with the aid of 
nature) last year, and is asked to duplicate in 1943 
—in fact, an over-all one per cent increase, with 
acreage about the same, has been requested. Veg- 
etables will be reduced, but certain crops and live- 
stock increased. Last year the food industries lost 
about 1,600,000 workers (about one-tenth of the 
total engaged in planting, harvesting, processing and 
distributing). This year labor problems will be even 
worse and Washiowton i is planning a “land army” of 
3,500,000 for seasonal farm work—using -women, 
clerks and “non-essential” labor. There is talk in 
Congress of limiting defense forces to 7,500,000 in 
order to keep farm help on the job. Thus far plant- 
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Caterpillar Tractor Co. 


ing conditions have been excellent, and fall pastures 
the best in 20 years. 

Due to the steel shortage, farm machinery produc- 
tion has been reduced to 20% of the 1940 rate but 
labor-saving devices such as milking machines can 
be produced at much higher quotas, and spare parts 
will be produced at 1: 35 % of the 1940 rate. More- 
over, WPB will allow all of 1943 steel to be used in 
the first half and will then reappraise farm needs and 
steel supply. WPB thinks the farmers are already 
pretty well supplied with machinery and _ possibly 
they are right but one difficulty is the complicated 
system for allocating new equipment by counties. 
The system is said to be cumbersome, costly and 
likely to prove arbitrary and inefficient. Fertilizers 
(hurt by the use of nitrates for explosives) will be 
fed to the farmers on a priority basis for “essential 
crops.” Liberal Government loans are available. 


Distribution Factors Causing Concern 


Washington is concerned about distribution as 
well as production. The farmer uses one-quarter of 
the nation’s trucks—as tires give out he will make 
greater use of the railroads. Bottlenecks may de- 
velop in movement of live stock and major crops. 
Food comes to us from 6,000,000 farms via some 50,- 
000 processing plants and 600,000 retail outlets. 
Under the rationing system shortly to go into effect 
(using the flexible “point” system developed in Eng- 
land) one-twelfth of the annual food supply will be 
released to the retail trade each month to make for a 
more orderly distribution. A nationwide auxiliary 
banking system (using the regular commercial 
banks, and already tested in northern New York) 
designed to handle billions of ration coupons for 
foods and other goods will soon be operating 
throughout the country. 


The introduction of Government  controls— 
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especially when they are theoretical rather than 
practical—may cause many irregularities in the 
production, distribution and pricing of food prod- 
ucts in 1943. Farm prices are still rising and the 
Congress farm bloc is moving toward the inclusion 
of all labor costs in computing farm parity prices. 
On the other hand, the Administration has moved 
to check the advance in wheat prices by selling some 
of the huge Government stocks acquired under farm 
loans. In 1942 there was considerable difficulty due 
to the lack of correlation of retail price ceilings 
with rising farm prices—processors and retailers were 
“squeezed” between the OPA and the farm bloc. 
Possibly Prentiss Brown, new OPA head, will give 
quicker relief to processors and retailers and iron out 
some of the defects in present regulations which have 
resulted in local shortages, black markets, etc. 





Problems to be Faced in 1943 


Under these conditions it is increasingly difficult to 
forecast 1943 outlook for the various branches of the 
food industry, which are usually on a healthily com- 
petitive but stable operating basis. Branded and 
packaged foods have in the past commanded 
premium prices based on national advertising ; under 
present conditions advertising expenses can be 
trimmed and profits bolstered—except where sub- 
stitutes such as Sanka are being opportunely 
“pushed”. But branded goods will be affected by 
new government policies on “cross-hauling” and 
grade labeling, designed to eliminate excess trans- 
portation. Cross-hauling means that manufacturers 
would produce only for near-by territory, provided 
consumers in other districts can secure comparable 
goods of a different brand. OPA ideas for a new 
simplified system of grade labeling (to replace 
adjectives such as “standard,” “choice” and “fancy” 
to which the trade has been accustomed) are opposed 
by the canners as arbitrary and confusing. 

Another uncertainty is the amount of profit 
margin allowed by the armed forces in their huge 
purchases for the military forces, lease-lend, ete. 
While it is felt that the Government does not “bear 
down” too heavily, nevertheless the tendency is to- 
ward small profit margins both due to the size of the 
purchases and the well known New Deal antipathy 
to large profits. In the meat packing industry (re- 
viewed in the Macazinr or Watt Srreer for Jan. 
23, page 414) it was indicated that while the packing 
companies’ dollar sales had increased enormously in 
the past two years (partly due to rising prices) 
profit margins were smaller than ever. 

While final results for 1942 are not yet available, 
estimated earnings for the miscellaneous “package” 
and brand food companies were generally unfavor- 
able as compared with 1941—due in part, of course, 
to higher taxes. Here are some estimates, the first 
figure being for 1942, the second 1941 actual: Cal- 
ifornia Packing $3.45 and $4.91; Corn Products 
$3.10 and $3.38; Cream of Wheat $1.45 and $1.76; 
General Foods $2.25 and $2.57; Penick & Ford 
$4.25 and $4.33; Quaker Oats $3.12 and $4.28; 
Standard Brands $0.50 and $0.54; United Fruit 
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$4.75 and $5.28. 

The diary industry with a 14% gain in output 
over 1941 probably fared about as well as any of 
the food groups in 1942. Borden’s earnings are 
expected to show an increase, though National Dairy 
and Beatrice Creamery may decline moderately. Late 
in the year the Government began to “freeze” ware- 
house butter, and order a large percentage of milk 
set aside for shipment abroad in powdered or other 
condensed form, etc., and these various restrictions 
may be more heavily felt by the industry in 1943. 
Secretary Wickard’s optimistic statement in his 
annual report, that the number of milk cows is still 
increasing has been sharply challenged in Congress, 
where some members claim that the “slaughter has 
been wicked” and that “there is no incentive to raise 
calves when the farmer can’t get help.” Hence the 
outlook for the dairy industry seems somewhat 
clouded in the coming year, though the industry will 
continue to operate at capacity. Loss of much 


‘ 


Bond Bread 


profitable ice cream and cheese business may cut into 
profits somewhat. 

The baking companies were one of the most pros- 
perous segments of the food industry last year, 
despite lower profit margins on bread. Price ceilings 
were probably less rigidly applied on cakes and other 
“luxury” products than on bread and with the 
normally good profit margins on these products, 
companies in munitions centers like Detroit were able 
to take advantage of increased consuming power to 
step up “luxury” sales. Moreover, bread sales were 
probably increased in some sections due to sugar 


rationing, which curtailed home baking. 
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While bakers have been somewhat handicapped by 
shortages of sugar, cocoa and shortening, they were 
able last year to get around these difficulties by use 
of substitutes and changes in formula—but now the 
substitutes are also harder to obtain. On January 
4th the cost of flour increased 10% and as the 
administration frowned on an increase in bread 
prices (unchanged since mid-1941) bakers were 
asked to try other devices to reduce costs, such as 
eliminating slicing, fancy wrappings and return of 
stale bread. There is some doubt whether these 
changes will suffice to take care of increased costs. 

The baking stocks, according to current estimates 
for 1942, are expected to show larger earnings than 
in 1941 with one or two exceptions as follows: Con- 
tinental Baking 1.00 against .07; General Baking 
.95 against .31; Loose Wiles 2.75 against 1.98; Na- 
tional Biscuit 1.30 against 1.43; Purity 2.25 against 
1.85; United Biscuit 2.25 against 1.88. 


The flour milling and cereal companies probably 
did not fare as well; Best Food’s earnings are run- 
ning behind last year. 

The outlook for the Cuban sugar industry is not 
very clear at this time. Higher prices were obtained 
in 1942 under agreement with the United States, but 
considerable stocks of sugar and molasses remained 
in Cuba because of transport difficulties. The out- 
look for these companies in 1943 depends on the 
current Cuban-U. S. crop negotiations, which thus 
far have not apparently taken account of rising 
costs and probable lower volume. 

Domestic beet sugar producers, citing heavier 
labor costs and seeking better profit margins, have 
been assured of the continuance of a subsidy on the 
1943 beet crop (when the nation became involved in 
World War II, the sugar industry was operating 
under a control plan six years old; the sugar act of 
1937 was extended for (Please turn to page 502) 





Position Leading Food Stocks 





1936-39 
Book Net Quick 1936-39 1941 1942 Average 
Value Assets Avge. Net Net Net 
Per Sh. Per Sh. Per Sh. Per Sh. Per Sh. 


Company Per Sh. 


Dividends dends War Peace 


1942 
Divi- 


Paid Rating Rating COMMENT 





Amer. Crystal Sugar.. 42.74 5.49 1.97 2.17Mr 2.98Mr_ 1.13 


Large beet crop aiding current operations, but taxes, 
rationing and zoning regulations may affect later activi- 
ties. Stability in sugar demand aids long-term outlook. 
No change seen in $0.50 quarterly common dividend. 


2.50 8B c 





Amer. Sugar Refining... 122.51 (a) d0.52 sD | 1.50E 1.31 


Decreased receipts of “raw sugar and restrictions on 
deliveries have affected operations. Strong trade posi- 
tion should assure normal quota of post-war business. 
Common dividends should continue at irregular intervals. 





*Beatrice Creamery...... 35.74 1.57 2.10 3.18Fe 3.70Fe 1.25 


Demand for all items continues heavy. Price situation 
satisfactory. Usual stability will probably feature 
peace time earnings. Finances strong, and $2.00 com- 
mon dividend basis should be maintained. 





47.29 34.46 5.97 6.19 4.50E 5.81 


Raw materials shortages may have some effect on cur- 
rent operations. Popularity of products provides excel- 
lent long-term prospects. Earnings and dividend record 
impressive. Finances strong. 


5.25 C A 





9.10 1.64 1.88 1.75E 1.50 


Overall sales gains may be extended this year. Trade 
position strong, and earnings record has been consis- 
tently good. These should be maintained in post-war 
era. Usual $1.40 dividend expected in 1943. 


1.40 C B 





California Packing Co. 45.62 8.39 1.90 2.64Fe 3.88Fe *1.19 


Heavy demand and larger food packs should sustain 
near-term sales. Wide variations in size of packs, with 
their effects on sales prices seen as causing irregular 
peace-time profits. $1.50 common dividend should be 
maintained. 


1.50 C c 





Cent. Aguirre Assoc... 24.88 12.16 2.89 2.0451 2.4831 2.13 


Somewhat smaller cane sugar crop indicated for 1943. 
Moderate profit drop expected for current fiscal year. 
Eventual enforcement of Puerto Rico land limitation law 
(500-acre holding limit) is adverse long-term factor. 
Fairly liberal 1943 dividend policy probable. 


§2.12/2 C D 








Cont'! Baking "'A"’...... 2.08 (a) 2.94 0.07 1.00E None 


Further moderate improvement probable for near fu- 
ture. However, pany e ters sharp competition 
in all lines. Common dividend payments will continue 
conservative. 


None D D 








3.22 3.38 3.10E 3.19 


Company is leading factor in its field. Peace will re- 
vive important foreign business. Finances are strong. 
Earnings and dividend record commendable. $2.60 
common dividend rate should easily be maintained. 


2.90 B B 





2.06 1.76 1.45E 2.06 





4.69 3.34J1 4.931 2.63 | 


1.60 C c Current sales outlook good, but one-product nature of 
business detracts from long-term growth prospects. 
Meanwhile, $1.50 common dividend rate will probably 
be continued. 

2.00 C D Fertilizer shortage may reduce 1943 crop. Puerto Rico 
land limitation law is unfavorable long-time factor. As 
finances are strong, liberal dividend policies should be 
maintained this year. 











Francisco Sugar .......... (bd (a) 0.08  0.65Je 2.64Je None 








Lower U. S. purchases of 1943 Cuban sugar crop ex- 
ected. Post-war earnings will probably continue high- 
y erratic. Working capital and sinking fund needs 
seen as bar to initiating of dividends. 


None c 5 D 





General Baking ............ 9.86 (a) 0.87 0.31 0.95E 0.84 


Although competition in principal product, bread, is keen, 
retention of some of recent trade gains is anticipated. 
Finances are adequate, and restored $0.60 common 
dividend rate should be continued in 1943. 


0.45 C c 
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- Position Leading Food Stocks 
s not p 1936-39 1942 
- 4 Book Net Quick 1936-39 1941 1942 Average Divi- 
ained Value Assets Avge. Net Net Net Dividends dends War Peace COMMENT 
b t Company Per Sh. Per Sh. Per Sh. Per Sh. Per Sh. Per Sh. Paid Rating Rating 
nt - e *General Foods ............. 13.67 6.42 2.43 2.57 2.25E 2.13 1.70 C A Trend toward packaged and frozen foods is sanguine 
ained | longtime factor. Output and markets well-diversified. 
& Company enjoys excellent earnings and dividend record. 
out- 3 $0.40 quarterly rate on common should be maintained. 
L the : *General Mills .............. 50.94 15.69 4.93 6.23My 6.06My 3.13 4.00 Cc A Company is foremost American flour miller. Also sells 


[3 large volume of specialty packaged products. Finances 
| are excellent. Continued steady sales growth antici- 
pated for post-war years. Regular $4.00 common divi- 


thus 

















ee dend expected. 
° : Great West'n Sugar... 20.41 8.84 2.64 1.38Fe 2.35Fe 2.88 2.00 B c Largest American beet sugar maker. Continued large 
avier £ war-time demand seen, but revived cane sugar competi- 
i tion will be met in future years. Finances are strong, 
have f and usual $2.00 common dividend is anticipated. 
n the Guantanamo Sugar ... (b) (a) 0.21 0.38Se 1.51Se None None C D Prospective smaller sugar crops and probably lower 
ed in U. S. purchases of 1943 Cuban sugar output make for 
° drop in fiscal year earnings. Past record poor. Resto- 
t ration of dividends, last paid in 1921, um 
ting & 
t of likely. 
Cc 
Hershey Chocolate .... 9.26 17.35 3.61 6.82 5.00E 3.15 3.00 C B Commodity restrictions and higher taxes expected to 


affect near-term results. Company should retain its 
} dominant position in future years. No change in $3.00 
f common dividend in prospect. 
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Libbey, McN. & Libbey 10.02 4.69 0.39 0.73Fe 0.93Fe 0.60 0.45 Cc D Overall war sales should hold up. Despite diversified 
output, restoration of sharp competition will probably 
occur in peace years. Earnings record unimpressive. 

——T Small dividend possible in 1943. 

Life Savers .................. 11.56 8.95 2.80 3.00 2.50E 2.48 2.00 C c Aggressive sales policies feature activities. Compan 
is leader in its field. Commodities restrictions not seri- 
ous handicap. Earnings record excellent. Peace pros- 
pects encouraging. Finances strong, and usual liberal 
dividend policy anticipated. 

taxes, : 
activi- Loose-Wiles _............... 29.13 6.39 1.59 1.98 2.75E 1.41 1.25 c c Demand continues high. Price situation satisfactory. 
utlook. Trade situation good, but competition in the industry 
lend. j may restrict post-war growth to moderate proportions. 
| Dividends will probably be continued on prevailing 
ons on = ae Soe ee TE $0.25 quarterly basis. i hae 
Posen *National Biscuit ......... 13.29 1.47 «1.68 1.43 1.30E 1.65 1.40 ¢ C Continued expanded war-time sales expected. Company 
ervels. foremost cracker maker. Competitive situation suggests 
p peace-time earnings will remain within pre-war cir- 
cumscribed limits. Maintenance of $0.30 quarterly com- 
eeteee mon dividend probable. 
) com- *National Dairy Prod... 17.47 (a) 1.80 1.97 1.90E 1.13 0.80 Cc B Government and civilian demand holding sales at high 
levels, leading position in dairy trades should assure 
i continued stability in peace-time profits. Financial 
yn cur- ; position is sound. No alteration in $0.80 dividend indi- 
— i cated. 
recor gr SELES —— SS ae ——— — — — —-—— - — ene 

Nat'l Sugar Refining... 35.16 10.59 0.19 2.54 NE 1.63 None D D Operations curtailed by inability to obtain adequate 

raw sugar supplies. 1943 earnings outlook unimpres- 
Trade : sive. Competition in cane and beet sugar divisions seen 
consis- as affecting long-term prospects. Irregular dividends 
st-war Ani? A probable. aa 

Penick & Ford.............. 28.15 16.12 2.83 4.33 4.25E 3.06 3.00 B B Company prominent in corn products industry. Output 

y in heavy demand for food, military and industrial use. 
sustain Post-war prospects optimistic. Strong finances an aid 
ed to extension of liberal dividend policies. 
uld be diel, | en ee 31.72 2.95 2.04 3.39 2.90E 1.13 1.00 ¢ B Sales at record levels, with military outlets important. 

Current earnings should be well maintained. Heavy 
reso post-war domestic and foreign demand expected.  Fi- 
1943. nences strong. Usual $1.00 common dividend anticipated. 
year. - an et RS. ? —_______——— —— —————___—_—- - — 
on law Pillsbury Flour ............ 41.08 16.72 1.85 1.48My 1.89My 1.60 1.25 Cc B Taxes may depress fiscal year results. Second rank in 
factor. flour milling industry should provide full quota of post- 

war business. Financial position is sound. Regular $1.00 

: = gun dividend, plus extras, probable for 1943. 
or fu- P = - 
etition Purity Bakeries .......... 23.23 (a) 1.29 1.85 2.25E 1.03 1.55 ¢ Cc War-time profits will probably hold at advanced levels, 
yntinue but return to only moderate earnings is anticipated 

after the war. Competition especially keen in bread 
—— division. Finances are strong, and fairly liberal divi- 
ill re- ae _ dend policy is expected. 
trong. os —_ % eee = —— - —— 
$2.60 Quaker Oats ................ 42.01 10.72 6.15 4.28De 4.64Je 5.75 4.00 Cc B Fiscal year now ends in June. Company's prominent 
od. trade position should help maintain commendable earn- 
ings record of past years. Cash position very strong, 
ure bi a " _ and usual $4.00 common dividend should be continued. 
pects. : ae ee = . = - —- 
fants So. Porto Rico Sugar. 30.83 10.84 2.28 d0.27Se 4.89Se 2.14 3.75 € D Expected lower 1943 crops will affect fiscal year earn- 
ings, though profitable results anticipated. Puerto 
terse Rico land law has unfavorable long-term implications. 
a Rico = Lanes, ee ; - Meanwhile, dividends in varying amounts are probable. 
r. As ; E : - 
‘id be Standard Brands ........ 3.93 1.72 0.74 0.54 0.50E 0.74 Ge ¢ c New products htlping to offset loss in other depart- 
ments. Long-term sales outlook is favorable, and new 
ae management is expected to make progress in improving 
yee eee se ee earning power. Further small dividend possible this year. 
. high- . * : ——" Renta 56 atm - - - —$___ — nana 
—. United Biscuit ............ 28.79 (a) 2.15 1.88 2.25E 1.34 1.00 ¢ c Current sales benefiting by large Government and civil- 
ian demand. Trade position sound, and usual stability 
(=e expected to feature peace-time earnings. No change in 
een, a ae eee ae ee $1.00 common dividend foreseen. 
pated. §—-Plus stock divids. Fe—Year ended February. Mr.—Year ended March. My—Year ende May. JencYoun cod - —_ 
‘ € i —_ J . My—Year ends May. Je—yY 5 " -- 
»mmon Pr So ae sence yg estimate. ,{0)—None available, because of excessive ple 4 Fi Mag Ry pc PR oy Poy Ml 
x nended for safe 2 for and appreciation. A—High Grade. B—Good. C—Fair. D—Marginal. , 
athena 
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Further Tobacco Sales Gains For 1943 


Profit Reduction Likely 


‘tex few 1942 annual reports which have been 
published suggest that taxes, rather than costs and 
other operating expenses, were principally respon- 
sible for the decline in last year’s tobacco company 
profits. Total income of Liggett & Myers Tobacco 
Co., for example, was 7% higher than in the pre- 
ceding year. On the other hand, Federal taxes rose 
37%, and net dropped to $4.56 per share of com- 
mon from $5.22 in 1941. In the case of R. J. 
Reynolds Tobacco Co., total income was nearly 5% 
higher, but Federal taxes advanced over 29%. Net 
profits receded to $1.98 per share from $2.32 in 
1941. It is probable that parallel situations will 
also be disclosed by other tobacco company reports 
subsequently to be released. Total income includes 
net sales plus other income, minus all operating 
expenses, but before depreciation, obsolescence, etc. 

The wide diffusion of public spending power sug- 
gests that even higher sales levels will be attained 
in practically all tobacco divisions during 1943. The 


record production of nearly 236 billion cigarettes in 
1942 (excluding those for export or for the armed 
forces) will probably be surpassed this year. Cigar- 
ette production in 1941 was approximately 206.4 
billions. The price increases allowed on cigars, 
ranging from 20% to 25%, are not expected to 
retard overall sales progress during 1943. Export 
demand for American cigars will also help maintain 
total cigar sales at high levels this year. Cigar pro- 
duction crossed the 6 billion figure in 1942 for the 
first time since 1929, when 6.5 billion cigars were 
manufactured. 

In the smoking and chewing tobacco division, the 
outlook is less favorable. Combined production has 
declined consistently during the past quarter cen- 
tury, amounting to but 280.5 million pounds last 
year, compared with 298.7 million pounds in 1941. 
The constant decline in these products is attributed 
chiefly to the increasing popularity of cigarettes. 

With greater pros- (Please turn to page 500) 





Position of Leading Tobacces 





Net 1936-39 
Book Quick Aver- 1941 1942 1936-39 
Value Assets age Net Net Net Average 
Per Per Per Per Per Divi- 


Company Share Share Share Share Share dends 


1942 
Dividends War 
Paid 


Peace 
Rat- 


Sefies fee COMMENT 





*American Snuff ............ 33.23. 29.20 3.20 2.64 E2.50 3.25 


2.80 c A 


Perennial stability of snuff demand features company's 
overations. Higher taxes and leaf costs should not 
affect future profits in important degree. Strong finances 
are aid to traditional liberal dividend policy. 





*American Tobacco *"B'' 36.70 (a) 4.69 E3.75 5.00 


Despite larger cigarette sales, higher leaf costs and 
taxes will retard intermediate profit progress. Domi- 
nating trade position should be retained in future years. 
No alteration seen in current $0.75 quarterly dividend. 





31.81 24.50 3.91 E2.85 1.14 


1.50 c c Increasing labor and leaf costs may prevent reversal 
of recent downtrend in earnings, at least over near 
future. Long-term cigar sales prospects are satisfac- 


tory. No dividend change expected. 





Consolidated Cigars... 25.98 (a) 0.79 3.43 E2.25 0.37 


Thorough mechanization of manufacturing processes will 
sustain profit margins in future, though competition will 
remain keen. Usual $1.50 dividend expected in 1943. 





*Helme, G. W. .......... - 42.75 56.00 6.16 5.06 E4.70 7.97 


4.75 c A Improved consumer incomes in South favor continuance 
of long-time stability in snuff sales. Strong finances 
make possible the maintenance of dividends on com- 


mon at $1.25 quarterly rate now prevailing. 





Liggett & Myers ""B"’.. 41.68 (a) 6.45 5.22 4.56 5.75 


Company should hold its strong sales position, despite 
keen competition in ciaarette division. Higher taxes 
and leaf prices will affect near-term earnings. 1943 
dividends may equal last year's payments. 





Berard, Pe occccneccsccies 18.47 (a) 1.46 1.44 E1.20 1.45 


Aagressive promotion of ''Old Gold" cigarettes should 
aid over-all 1943 volume. Well-diversified output favors 
long-time earnings stability. Common dividends may 
equal 1942 total. 





Philip Morris ................ 32.58 28.07 7.77 8.14mr 8.01mr 4.19 


5.00 c B 


Continuing sales growth is anticipated over next few 
years, although costs and taxes may restrict profit 
expansion. Finances are strong. Restoration of former 
$5.00 annual basis for common is possible in 1943. 





Reynolds Tob. ""B'' ... 14.83 13.89 ; 2.65 2.32 1.98 2.80 


Enhanced sales in cigarette and manufactured tobacco 
divisions are forecast for future years, but earnings 
recovery may be retarded by leaf-cost and tax factors. 
$0.35 quarterly rate on common should be maintained. 





11.43 =10.84 1.75 1.58 E1.30 1.55 


Company is country's largest producer of snuff, in 
which wide geographical distribution is enjoyed. Work- 
ing capital position is strong, indicating continuance of 
customary liberal dividend policy. 





*Univer. Leaf Tobacco.. 52.21 (a) 5.69 6.59je 6.15je 4.81 


5.00 c B Higher leaf tobacco prices are aid to near-term sales 
prospects. Commission business is also lucrative. Peace 
should aid normally large foreign sales. $1.00 quarterly 


basis should be maintained. 





{a)—Senior capitalization exceeds quick assets for common. E—Estimated. mr—Year ended March. 
. C—Fair. *—-Recommended for income and appreciation. 


*——Recommended for safe income. 


je—Year ended June. A—High grade. 
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The Outlook For Utilities 


illll WALI 





Earnings Will Be Close to Last Year's 
Are Further Raised 


Unless Taxes 


- utility companies passed through a particu- 
larly difficult year in 1942, but emerged with flying 
colors. Despite dire predictions of power shortages 
by the Federal Power Commission, the industry was 
able to handle practically all war demands, with only 
a few local and minor restrictions of service to the 
civilian economy. This was despite a cut in the ex- 
pansion program, due to priorities. The original 
budget of $622,000,000 (slightly larger than that 
of 1941) had to be cut down to $482,000,000. Pres- 
ent plans for 1943 call for an expenditure of only 
about $256,000,000. All these figures are for the pri- 
vate companies—the Federal Government hydro proj- 
ects were also curtailed considerably by WPB orders. 

While setting new records in power production— 
1942 output was approximately double that of 1929 
and nearly 5 times as large as in 1921—the utilities 
did not fare so well financially. Squeezed by steadily 
declining rates, larger depreciation allowances, and 
bigger taxes, the industry has been “doing more and 
more for less and less.” Utility stockholders of the 
1920’s anticipated the present huge growth and 
have not been disappointed—but they did not an- 
ticipate the sharp and continued reduction in profit 
margins. In 1929 the common stockholder could 
claim about 25¢ out of every dollar of gross revenue. 
Complete figures are not available for 1942 but in 
that year he probably had a claim on only about 13¢. 
Moreover, the proportion of these claims paid out in 
dividends was probably smaller in 1942 than in 
1929. 

To take a concrete example, Consolidated Edison, 
the largest and one of the most conservative oper- 
ating companies, earned only about one-third as 
much on its common stock last year as in 1929—and 
less than half as much as in the bad depression year 
1932—although revenues were about 18% higher 
and the gain in physical output still greater. 

While electric output in 1942 was up about 12%, 
the increase was largely in low rate industrial busi- 
ness so that gross revenues for the industry topped 
1941 by only about 8%. The imposition of heavier 
Federal Taxes cut net income about 10% and after 
deducting preferred dividends, the portion left for 
common stockholders dipped nearly 15%, it is esti- 
mated. 
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General Electric 


In 1929 high-grade utility operating company 
stocks sold at a very high multiple of earnings, as 
did the chemical stocks, because of anticipated 
growth of the business. What investors did not fore- 
see was the New Deal, which had it “in” for the 
utilities, while the chemical industry was let alone. 
The business of both industries grew rapidly, but 
due to the squeezing of profits investors will now pay 
only 5-15 times share earnings for utilities while 
they are still willing to pay 15-25 times earnings for 
the chemical stocks. Thus a holder of utility oper- 
ating company stocks has been hurt by (1) the 
“squeezing” of profits due to regulation, (2) by 
taxes, and (3) by the reduced popularity of this 
class of stock. 


Utility Investor Probiems 


The man who held holding company utility stocks 
was penalized also by three other factors—capital 
leverage, reduction or elimination of dividend income 
due to SEC orders, and fear that all equity might be 
wiped out by the “death sentences” as enforced by 
the SEC. 

Karly in 1942 Mr. Morgenthau greatly alarmed util- 
ity stockholders by proposing a 55% normal income 
tax—a jump of 78% over the previous tax. In four 
months utility operating stocks dropped 14%, hold- 
ing company stocks 20 % —much more in low-priced 
issues. However, the final tax bill was more lenient, 
raising normal taxes only about 29% (though com- 
panies with excess profits taxes were harder hit) and 
special tax concessions were made to the industry. 
The fact that the vear’s net decline in prices was 
somewhat less than the reduction in net earnings was 
apparently due to increased hopes of a_ political 
“turn to the right” based on the November election 
results. 

Thus far in 1943 the utility stocks have continued 
to advance along with the general market, present 
prices being about 10% higher than at the year-end. 
Some ‘of the low-priced “dogs” have doubled since the 
December tax-selling period. There is general hope 
that Congress will not increase corporation levies 
very greatly this year—a 45% normal tax seems to 
be about the worst expectation. There is talk in 
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Congress of “forced loans” to the Government by 
corporations to the extent of 5% or 10% of gross, 
but since these would not be called taxes they would 
presumably not be deducted from earnings (though 
they might curtail dividend payments in some cases). 
The utility industry would be in fairly good shape 
to stand such forced loans because most companies 
are in pretty good cash position, and they won’t 
have to spend so much this year on new constructions. 
Companies which might have some difficulty could 
doubtless swing a temporary bank loan to take care 
of the Government’s cash levy. 

It seems unlikely that the hard-won tax conces- 
sions obtained by the utilities last year—they are 
too technical to describe here—will be lost this year, 
since the new Congress has “moved to the right” in 
its political philosophy and presumably Mr. Mor- 
genthau’s demands will be tempered somewhat to the 
new set-up. However, holders of utility stocks must 
still keep a close eye on the political weather vane at 
Washington, for taxes remain the principal variable 
in utility earnings. 


So far as 1943 operating results can be forecast, 
there should be some further gain in kilowatts and 
revenues since new war factories are still being 
brought into productive activity. However, the war 
construction program is now largely completed, it is 
understood, and 1943 should be largely a period of 
evening-up and readjustment. Neglected areas such 
as New York City may gain in activity as war orders 
are shunted their way. 

Electric output for the week ended January 16th 
was 14.5% over last year but the biggest gains were 
on the Pacific Coast, while the New England and 
Mid-Atlantic states were only about 5% over last 
year. Gains later in the year seemed likely to taper 
off somewhat so that the net increase for the year 
as a whole—so far as it is possible to forecast—seems 
likely to work out around 10 or 12%, with a smaller 
gain in revenues (in other words, about the same in- 
creases as in 1942). Fuel costs are going to be 
higher this year, particularly for those utilities 
using fuel oil, but on the other hand the supply of 
hydro power should (Please turn to page 502) 





Position of Leading Utility Stocks 





Book 1936-39 
Value Average 1941 1942 
Share 


Company Shore 


1936-39 
Per Net Per Net Per NetPer Average Dividends War Peace 
Share Share (E) Dividends 


1942 


Paid Rating Rating COMMENT 





*American Gas & Elec. ...... 23.45 1.96 Re 2.15 1.69 


Possible changes under Holding Company Act may be 
moderate, as interconnected properties of system pro- 
vide over 75% of consolidated revenues. Continuation 
of excellent earnings record anticipated. $0.40 quar- 
terly rate on common should be maintained. 


1.70 c B 





American Light & Trac..... 38.66 1.60 1.85 1.80 1.26 


Liquidation under Holding Company Act is proposed, 
probably by sale of sufficient assets to retire pre- 
ferred stock, with distribution of balance of assets to 
common holders. 


1.20 c F 





American Power & Light.. 3.90 0.30 d0.02 0.10 None 


SEC has ordered liquidation of company under Holding 
Company Act by August, 1943, but extension may be 
granted. Company is contesting order. Earnings 
record poor over past decade. No dividends on com- 
mon since 1932, 


None D F 





*American Tel. & Tel. ........ 127.08 9.10 10.26 p8.62 9.00 


Higher costs, taxes, and scarcities of materials for 
new equipment will check near-term profit progress. 
Dominant communications position, technological prog- 
ress and able management assure post-war growth. 
Cut in dividend this year is still a possibility. 


9.00 c A 





American Water Works.... 11.93 1.05 1.11 0.70 None 


Increasing electrification of regions served is favorable 
long-term factor. Electricity furnishes about two-thirds 
of revenues. Higher costs and taxes will retard near- 
term earnings. Early r ption of dividends 
is unlikely. 


None D c 








Brooklyn Union Gas .......... 57.69 2.56 2.08 1.70 1.55 


Large population served appears to assure continuing 
stability of earnings. Dividends will probably be re- 
stricted by need to provide for 1945 bond maturity of 
$14,700,000, with $6,000,000 debt coming due in 1947. 


0.50 c c 





Columbia Gas & Elec. ...... 11.54 0.46 0.33 0.08 0.21 


Access to Mid-Continent supplies seen as aid to long- 
time natural gas revenue growth. Debt retirement 
program continuing. Lower 1942 earnings suggest no 
early resumption of dividends on common. 


None D c 





*Commonwealth Edison ...... 23.32 2.16 2.10 1.80 3.09 


This Chicago company occupies strong fundamental 
position. Rate situation believed satisfactory. Indus- 
trial and population growth favors long-time prospects. 
Finances are strong. Present $1.40 dividend rate 
should be maintained. 





Commonwealth & South.... 4.17 0.12 0.09 0.05 None 


SEC orders recapitalization on a one-stock basis. Re- 
striction of operating scope anticipated. Outlook for 
present stock dub 








*Consol. Edison of N. Y..... 46.12 2.20 2.00 1.50 1.93 


""Dim-out'' revenue loss believed nearly offset by in- 
creased steam sales. Proposed St. Lawrence river 
power project, if completed, might have long-time 
effect on company's rates. Meanwhile, $1.60 common 
dividend will probably be continued. 


1.60 c c 





*Consol. Gas, Baltimore...... 45.35 4.54 4.64 4.50 *3.60 


3.60 c B_ War industries stimulating output. Fundamental position 
is strong, and revenue sorces are well-diversified. 
Post-war outlook excellent, and 13-year $3.60 common 


dividend will probably be maintained. 





Electric Bond & Share ...... 77.85 0.25 0.24 d0.40 None 


Eventual liquidation of company, under Holding Com- 
pany Act, is likely. Realization of values for common 
pecene in after provision for two preferred issues, is 
uncertain. 
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and es a e ege 
ing Position of Leading Utility Stocks 
war 
sy Company Book 1936-39 
t 1S Value Average 1941 1942 1936-39 1942 
. & Per Net Per Net Per Net Per Average Dividends War Peace COMMENT 
| of ge Share Share Share Share (E) Dividends Paid Rating Rating 
E 
uch : Electric Power & Light.... 11.78 0.28 0.67 1.00 None None D F Dissolution by August, | 1943, ordered by SEC. Com- 
| ‘ pany has sought judicial review of order. Extent of 
ers § possible liquidating value for common is uncertain. 
g First preferred dividends have been omitted. 
6th i Federal Light & Traction... 22.51 y2.38 1.58 1.25 0.56 1.75 c C Realignment of properties under Holding Company Act 
2g is anticipated. Nevertheless, long-term outlook for 
ere s system seems encouraging. Further liberal distributions 
d & on common possible during 1943. 
in 4 = — 4 ——e 
International Tel. & Tel... 33.61 0.94 0.004 0.20 None None D C Company has obtained Export-Import credit of $25,- 
ast i 000,000 to assist in debt retirement. Restoration of 
dl peace will aid foreign operations, particularly in 
per fF Europe. No early resumption of dividends indicated. 
car Oe _ 15.09 1.00 1.05 0.80 0.62 0.60x C c Rate problems have evidently been cleared up. In- 
‘ms tegration activities are continuing. Population and 
' industrial growth in regions served aids long-time 
ler prospects. Liberal dividend policy will probably be 
- i maintained. 
in- - 

Long Island Lighting ........ 1.69 d0.03 d0.08 d0.30 None None D D Revenues largely from residential sources. Heavy In- 
be terest charges have helped preclude earnings on com- 
Es f mon for past six years. Little improvement in this 
1e€s regard seen for early future. 
of Louisville Gas & El. "'A'' k13.68 2.42 2.03 1.80 1.40 1.50 Cc B Earnings and dividend record consistently good. Some 
2) competition from TVA may be met in post-war period. 

However, rate situation is satisfactory, and basic posi- 
tion is sound. Continued regular ‘'A'' dividend in- 
= dicated. 

National Power & Light... 16.91 1.19 1.03 0.50 0.60 None D F Company in process of dissolution. Pending clarifica- 

tion of problems in connection with exchanges of 
ae various operating units, status of common, after pro- 
vision for preferred, is uncertain. 

Niagara-Hudson Power .... 13.08 0.42 0.66 0.40 (1)0.13 None D F Under terms of corporate simplification and dissolution 

plan, preferred shareholders will receive larger portion 
= of distributed assets. Outlook for common holders in 
this respect is not encouraging. 
be 
sl North American Co. ........ 16.82 1.64 1.92 Wane.” cctsaens wStock c B Federal Court upholds SEC order for company to dis- 
ior- pose of all properties except in St. Louis area. Cash 
| income being used to cut debt. Relative operating 
—— | status appears satisfactory. Meanwhile, some decrease 
ed, : in common dividends (paid in stock) is possible. 
goa California gas rates recently reduced. Benefits of 


to f *Pacific Gas & Electric...... 31.81 2.65 2.31 2.15 1.88 2.00 c B 
f long-term secular growth in sales may be offset by 


ae i strict California rate regulation. However, earnings 
record is good and finances are satisfactory. No 


















































m4 f change in $2.00 common dividend foreseen. 
as | *Pacifie Lighting occ... 25.59 3.94 3.35 3.60 3.07 3.00 © 8B Long-term revenue growth prospects are favorable, but 
strict California rate regulation may retard comparable 
a net i rise. Fi are sound, and $3.00 divi- 
for dend on common should be maintained. 
ad Peoples Gas L. & C. ........ 82.51 3.49 6.53 5.60 1.88 4.00 C CC Substantial retroactive gas rate reductions ordered by 
th Illinois C ce C issi Cuts are estimated at 
F equal to $0.50 per share of common. Finances are 
a strong, however, and no change in $4.00 common divi- 
ble dend is expected. 
= Public Service of N. J..... 25.32 2.15 2.02 1.40 2.48 0.95 © C_ Prospective heavier taxes and possibility of rate cuts 
ie seen as offsetting advantage of long-time growth in 
territories served. Meanwhile, reduced $0.25 quarterly 
= dividend on common should be maintained. 
a Southern Cal. Edison ........ 19.76 2.30 2.42 1.70 1.66 1.75 c B Heavier Federal taxes affect near-term earnings out- 
of look. Long-time growth prospects are good, though 
7 strict rate regulation may retard profit progress. 
‘he Present $1.50 common dividend basis may be continued. 
a Standard Gas & Elec. .... None d1.48 d1.52 d0.70 None None D D Company's integration plan provides for eventual re- 
on striction of interests to properties in Pittsburgh area. 
Little change for better seen in 10-year record of 
= deficits on the common. 
. United Gas Corp. ............ None d0.61 d0.37 d0.10 None None D D_ Large arrears on two preferred issues, and company's 
%s integration problems, suggest corporate recapitaliza- 
te tion. No break in five-year record of deficits on com- 
: mon in early prospect. 
United Gas Improvem't.... 10.93 1.04 0.77 0.55 1.00 0.45 c C Under system liquidation plan, common stock would 
<a receive various assets estimated to equal about $8 per 
share. These assets include valuable operating utility 
3 properties. 
ol Washington Gas Light .... 35.78 2.89 2.24 1.60 2.17 1.50 c B Permanent increase in population of nation's capital, 
oF as sequel to war factors, seen as extending the long- 
4 time record of earnings and dividend stability. No 
in change indicated in $1.50 dividend on common. 
a Western Union ................... 179.42 2.46 7.05 9.00 1.06 2.00 B C_ High earnings foreseen for duration. Long-term pros- 
" ects less encouraging, b of potential increase 
: in competition from air mail, telephone, radiograms, 
n etc. No near-term alteration expected in $0.50 quar- 
s terly dividend basis. 
a d—Deficit. p—Preliminary. E—Estimated. I—Represents 3 years starting with initial dividend 12/15/37. k—Represents combined common shares. 
: | rigs mm in bg “or — ks al a Leg = 4 shares of Detroit hoor ye for each 50 shares held. x—Plus 1 share Northern Natural Gas Co., 
shares held. *—Recommended for safe i e R nded for income and a iation. A—High Grade. le e 
D—Marginal. F—Dissolution factors make peace rating impracticable. iaiiiuonees 7 ——— 
J 
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/ by a fortunate com- 
bination of circumstances, 
conspicuous among which were enhanced public 
spending power, release of funds held in Great 
Britain, restrictions on the use of private motor cars, 
and the great success attending the exhibit of certain 
feature releases, the motion picture industry last 
year enjoyed the largest measure of prosperity in 
over a decade. While figures are not complete, it is 
estimated that nationwide attendance in 1942 ex- 
ceeded 100 millions weekly, compared with a weekly 
average of 82 millions in 1941. 

Another year of highly profitable operations is in 
prospect for leading factors in the movie trades this 
year, this notwithstanding handicaps imposed by 
higher costs, material shortages, and the loss to the 
armed services of leading actors and cameramen, 
numerous technicians and other expert workers. In 
view of the fact that the material from which films 


Movies Face Another 
Prosperous Year 


Present Film Stocks Large, Aiding Exhibitors’ Positions 


are manufactured—nitrocellulose—is also an essen- 
tial ingredient in the production of gunpowder, the 
question of supplies is of paramount importance to 
the industry. Under peacetime conditions, the indus- 
try consumes about 50% of the annual output of 
this basic nitrocellulose. Military requirements for 
this vital material have resulted in a 25% curtail- 
ment of supplies for film purposes, but it is unlikely 
that this restriction will seriously interfere with op- 
erations during 1943, unless it be further extended. 
Resultant cut in number of prints will mean longer 
runs for pictures. However, the trend has been in 
that direction for many months. 

Production cuts will have comparatively little 
effect on exhibit of pictures, because of the record 
inventory of unreleased pictures, estimated in excess 
of 160 feature films. Shortages of manpower and 
limitation on other essential materials will have a 
progressively greater (Please turn to page 000) 





Position of Leading Motion Picture Stocks 





Net 1936-39 
Quick Aver- 
Assets age Net 
Per Per 
Share Share 


Book 
Value 
Per 
Share 


1941 
Net 
Per Per Divi- 
Share Share dends 


1942 1936-39 


Company 


Net Average 1942 
Dividends War 
Paid 


COMMENT 


Rating ing 





Columbia Pictures 23.89 18.03 1.90 0.95je 3.84je 0.75(a) 


0.50 c c Company is producer only. Near term sales prospects 
good, though loss of important actors, as well handi- 
caps imposed by film allocations, will affect later 
operations. Longer term prospects are satisfactory. 
Recent cash dividends will probably be maintained. 





Film Ind. 26.57 (c 


Consol. d0.20 0.55 £Ed0.60 None 


None bd D Record of this film processor is unimpressive. Shortages 
of materials seen as further bar to progress, during 
remainder of war. Little in post-war outlook to war- 


rant optimistic attitude. Common dividends remote. 





*Loew's, Inc. 60.93 13.13 6.42 6.15ag = 7.02ag 4.25 


Numerous film successes have been reflected in recent 
annual earnings gains. Release of British-held funds has 
aided finances. Continued excellent profit levels antici- 
pated. Post-war prospects sanguine. Dividend pay- 
ments may be maintained on a fairly liberal basis. 





19.21 (c) 2.97 E3.00 0.04 





Competitive position has been greatly improved. Film 
scarcities will probably have little near-term effect on 
operations. ith volume prospects encouraging for 
post-war period, economies effected in reorganization 
will aid maintenance of common dividends. 





Radio-Keith Orpheum... 6.23 (ec) (b) d0.08 NE None 


Despite improved theatre attendance, this reorganized 
company has yet to prove its ability to show earnings 
for io common stock, on which dividends seem very 
remote. 





11.18 3.87 0.89 1.05 E1.00 0.81 





Control of most popular process for movies in color is 
a favorable long term factor, although film shortages 
and loss of technicians to armed forces will effect 1943 
operations. Conservative dividend policy indicated. 





t20th Century Fox 12.38 (c) 3.15 2.04 E4.50 1.88 


Earnings record in recent years has been erratic. Re- 
lease of British-held profits has helped financial status. 
Competitive position in Fang field has improved. 
This should aid peace time revenues. 1943 dividends 
on common may equal last year's payments. 





tWarner Brothers ........ 22.24 (a) 0.75 1.36ag 2.21ag None 


None c Cc 


Revenues from various activities will probably con- 
tinue to expand. Although peace time profit prospects 
are satisfactory, large arrears on preferred stock make 
payments on common shares unlikely. 





(a)—Plus stock divid. (b)—Not feasible due to reorganization. 


(c)—Senior capitalization exceeds quick assets for common. 


d—Deficit E—Esti- 





mated. NE—Not estimated. je—Year ends June. Y . i i — 
iden Sade d — elles — ag—Year ends August. B—Good. C—Fair. D—Marginal. *—Recommended for income and 
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Introducing 
to You— 


= only publicity seeker identified with The Bor- 
den Company is Elsie, most famous of cows. Millions 
of people are Elsie fans. A goodly percentage of 
these, and many others, buy Borden products to the 
tune of $250,000,000 a year or more—fluid milk, 
cheeses, powdered milk, confectionery, ice cream, 
vitamin products, canned fish, and so on. As com- 
pared both to Elsie and the familiar Borden prod- 
ucts, Borden’s chief executive officer—Theodore G. 
Montague—is practically unknown to the public. 

However, if you don’t know Ted Montague it’s 
your loss. He meets well, speaks well, wears well. 
The 85-year old Borden Company’s slogan is: “If 
It’s Borden’s—It’s Got to Be Good!” That applies 
to the executives as well as to the products. A man 
doesn’t get to the top with Borden by chance—or 
inheritance. Mr. Montague became president of 
Borden at the age of 39, one of the youngest top 
officers in the annals of Big Business. He is only 
44 now. Here is his “bio.” in brief: 

Born, LaCrosse, Wis.; high school; University of 
Wisconsin; left university after three years to enter 
Naval aviation in First World War; after war got 


* 


_ is no corporate relationship between Willys- 
Overland Motors and the Chrysler Corporation, but 
in executive leadership their histories have been to 
an interesting extent intertwined. Early in the °20’s 
the late Walter P. Chrysler did a rehabilitation job 
on Willys to pull some banking chestnuts out of the 
fire, leaving shortly thereafter to make industrial 
history by building the old Maxwell Motors into the 
giant Chrysler. Joseph W. Frazer, the hard-hitting 
subject of this brief sketch, followed Chrysler’s steps 
in reverse. With Maxwell when Chrysler took over, 
he became a vice-president and general sales man- 
manager of Chrysler Corporation, leaving in 1939 
to become president of Willys-Overland. 

Mr. Frazer belongs to that considerable number 
of pioneer automobile men who at one time or an- 
other have been associated with various motor com- 
panies. Born at Nashville, Tenn., he went from the 
Sheffield Scientific School of Yale in 1912 to a job 
with Packard, first as a mechanic, later as a sales- 
man in this company’s New York City branch. From 
that he became a partner with his brother in an 
automobile agency in Nashville. After the end of 
the First World War he joined up with the General 
Motors Export Corporation, thence to the General 
Motors Acceptance Corporation, thence to G. M.’s 
Chevrolet Motor Company, thence to Pierce-Arrow 
Finance Corporation, next to Maxwell and from 
there as above told. 
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Leaders of American Industry 


job with Valecia Evapo- 
rated Milk Co., in Wis- 
consin in 1919; made 
president this company 
in 1923; company ab- 
sorbed by Pet Milk Co. 
in 1926; following year 
he and_ associates 
bought Kennedy Dairy 
Co., of Madison; Bor- 
den took that in in 
1928, also took Monta- 
gue; to New York in 
1934 as general man- 
ager of Borden’s fluid milk division; elected vice- 
president in 1935; elevated to president in 1937, 
succeeding the late Arthur W. Milburn. 

No. 1 interest: a wife and three children. At short 
and infrequent intervals, a golfer, fisher and hunter. 
Active in the Red Cross and the Boys Clubs of 
America. Director of the National Association of 
Manufacturers, director of American Sugar Refining 
Co., trustee of the Bank of New York. 


* 





Experience in virtu- 
ally every aspect of the 
automobile business 
from manufacture to 
retail sale is one thing 
Mr. Frazer has plenty 
of. Out of this expe- 
rience he got the idea 
that there was a big 
potential market for 
lower-cost, lower-weight 
cars than anybody in 
the industry was success- 
fully producing. He 
was making good progress in getting a redesigned 
Willys-Overland car established for such a market 
when World War II broke out. Within a very few 
months after Pearl Harbor he had the company’s 
facilities converted 100 per cent to war work; and 
in the twelve months ended last Sept. 30 delivered 
over $105,000,000 worth of war goods. 

Mr. Frazer is described as “a 50-year old 
dynamo.” He will lead his company out of the war 
with an improved “know-how,” improved facilities, 
improved finances; and thus in a position to get 
on with low-cost, low-weight cars for the public in a 
post-war era whose abundance of aluminum, mag- 
nesium, plastics and plywood will fit in ideally with 
Mr. Frazer’s commercial objectives. 
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Investors in the Saddle 


This is a different kind of a 
bull market. It is not being engi- 
neered by manipulators, nor is it 
controlled by the whims of in- 
and-out speculators. It represents 
the activities of investors. 'To ap- 
ply the old ideas of market phil- 
osophy is to invite error. These 
SEC-regulated markets go to ex- 
tremes on the up-side and on the 
down-side. They lack the cushions 
that old speculative practices 
supplied. There are no vulner- 
able pyramided accounts to be 
liquidated from time to time on 
the way up; and usually there is 
no big short interest to cover on 
the way down. So don’t expect 
too many of those “more than 
10% reactions” that you hear the 
old fashioned market letter writers 
talk about. 


Bond Stores, Inc. 


An investment house which 
usually is classed in the street as 
“smart,” has been telling its 
clients to buy Bond Stores, Inc. 
The stock, which pays $1.60 per 
annum, sells around 181% to yield 
about 8.6%. Earnings in 1942 
are understood to have been be- 
tween $2.50 and $2.75 a share 
against $3.96 in 1941, $3.84 in 
1940, $3.77 in 1989, $2.34 in 
1938 and $2.26 in 1937. The 
company operates a chain of some 


59 men’s clothing stores, located” 


principally in larger cities, and 
manufactures the greater part of 
its ready-made suits and overcoats 
at plants in Rochester, New York 
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and New Brunswick, N. J. Of 
course, the war is not good for 
the men’s clothing business; but 
the boys will come home some day, 
and most of them will buy new 
suits of “civies,” just as they did 
in 1919 and 1920. This makes 
Bond Stores look like a “peace” 
stock. Bond Stores is founded on 
the British idea of the “Twenty 
Shilling Tailors,” and those who 
are familiar with London shares 
know that the British counterpart 
of this NYSE issue has been a 


mately 400% since 1934. 


Tobacco Shares 


Just when will all the bad news | 
be out regarding the tobacco | 
shares? At some point along the | 
line good stocks like American 7 
Tobacco, Reynolds, Liggett & | 
Myers, Lorillard, U. S. Tobacco F 
and Philip Morris ought to be a | 
buy. Admittedly, there is a pos- | 


sibility of another wave of divi- 


dend reductions due to high leaf | 
prices and constant prices for [ 
cigarettes; but it is equally true | 


that the industry’s sales are 
breaking all records. Tobacco 
shares long enjoyed a reputation 
for regular earnings, dependable 
dividends and assured growth. 
The present situation in the in- 
dustry probably is not enduring. 
Of course, the only visible reason 
for buying tobacco stocks now is 
as a speculation on the OPA’s 
generosity and fairness in _per- 
mitting higher cigarette prices. 
Perhaps they can be_ bought 


cheaper, but there always is a 
danger in waiting too long. 





This Pratt & Whitney aircraft motor, made by Chevrolet, is protected against rust 

by a vacuum-sealed pliofilm bag. After all air is pumped out, dehydrating com- 

pounds able to absorb a gallon of moisture are included. That's why motors shipped 
to Africa, Australia, India or anywhere else remain in good shape. 
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good stock to own. Bond’s sales : 
volume has increased approxi- | 
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Picking Oil Issues 


Among the more carefu: an- 
alysts there is a growing disposi- 
tion to pick and choose among oil 
shares. It is felt that the present 
oil situation is likely to continue, 
with minor changes, for a year or 
two. This would seem to mean 
lower earnings, or no earnings at 
all, for the Eastern marketers and 
Eastern marketing divisions of 
the big oil companies and tough 
times for those Eastern refineries 
which usually get their crude 
supplies by tanker. It also means 
more low-profit-margin fuel oil 
and less high-profit-margin gaso- 
line. In the meantime, oil is being 
taken out of the ground faster 
than new wells are being drilled 
and discovered. All this seems to 
point to the attractiveness of the 
shares of companies with large 
crude reserves. Some of these are 
Continental Oil, Shell Union, 
Pure Oil, Ohio Oil, Humble Oil, 
Amerada, Standard Oil of New 
Jersey, Standard Oil of Cali- 
fornia, Gulf Oil, Texas Company 
and Phillips Petroleum. The same 
school of thought opines that it 
probably will be hard to lose 
money in the oil industry supply 
issues such as National Supply, 
American Republics, Byron Jack- 
son, Dresser Manufacturing, 
Reed Roller Bit and issues of their 


type. 
A War Task Nears Completion 


It has been the task of the ma- 
chine tool industry to do the 
“make ready” for war production. 
In another six months or so, 
America’s war plant will be rea- 
sonably complete — and the ma- 
chine tool industry will begin to 
contract. Already it is reported 
to be seeking non-priority orders. 
This explains why the machine 
tool shares are selling to afford 
such high yields. Some of the old 
line companies like Brown & 
Sharp, Bullard, Ex-Cell-O, Si- 
monds Saw & Steel and National 
Acme probably will continue to 
do a fair business, but their vol- 
ume in 1944 won’t be as large as 
in 1942. After the war there is 
likely to be quite a large supply 
of used machine tools; just how 
useful they will be is a matter on 
which there is a vast difference of 
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Low Priced Dividend-Payers 


(PART 1) 

1942 Est. 1942 1941 1940 Recent Approx. 

Div. Earnings Earnings Earnings Price Yield (k) 
Allied Stores .............. $0.60 $2.10(a) $2.27(a) $1.57(a) 7 ie 8.5% 
Amer. Rad. & S.S....... 0.30(f) 0.50 0.73 0.70 7 4.3 
American Republics... 0.35(f) 1.00 1.03 0.78 73% 4.5 
Beech Aircraft .......... 1.00(#) 6.04(b) 1.18(b) 0.17(b) 94 10.7 
Best Foods .................- 0.60(d) 0.65(c) 0.31 (¢) 0.71 (¢) 10 6.0 
Burroughs Add. Mach. 0.60 0.80 0.95 0.63 10% 5.8 
Commercial Solvents... 0.60 1.10 0.99 0.91 11% 5.1 
Consolidated Oil ........ 0.50 1.25 1.25 0.28 72 6.6 
Continental Baking.... 0.50(f) 1.30 0.80 0.27 5 10.0 
Continental Motors.... 0.50(f) 1.82(e) 1.08 (e) 0.20(e) 474 10.5 
Curtiss-Wright .......... 1.00(#) 2.00 3.15 1.81 72 13.3 
Decca Records .......... 1.00 2.00 2.01 1.15 11 9.0 
Eagle Picher Lead...... 0.60 2.50(g) 1.56(g) 1.41 (g) 8 7.5 
Erie Railroad .............. 1.00 5.00 2.99 0.17 81/2 11.7 
Gaylord Container .... 1.00 1.60 1.98 2.04 102 9.5 
General Baking .......... 0.45 0.95 0.31 0.77 62 6.9 
Interst. Dept. Stores.. 1.00 2.40(a) 3.23 (a) 1.28(a) 10 10.0 
0 a A 1.20(d) 1.50(c) 1.27(c) 3.17(c) 10/2 11.4 
Kalamazoo Stove ...... 0.60 1.50 1.61 1.96 13% 4.5 
Libby, McN. & Libby... 0.45(f) 0.80(h) 0.93 (h) 0.73 (h) 53% 7.8 
Mengel Co. ...........0++ 0.25 (f) 1.50 2.57 0.64 52 4.5 
Mead Corp. ...........00++ 0.90 1.75 2.66 1.56 74 12.4 


(a)—Earnings for years ended Jan. 31 of following year. 
(c)—Years ended June 30 of following year. 
(e)—Years ended Oct. 31. 
(g)—Years ended Nov. 30. 
(k)—Based on payments stated in first column. 


Sept. 30. 
rate, not 1942 payment. 
lar intervals. 
year. 


(b)—Years ended 
(d)—Indicated current 
(f)—Dividends paid at irregu- 
(h)—Years ended Feb. 28 of following 





opinion. Some of them can be 
rebuilt, and others will have to be 
scrapped. The companies which 
did well in the pre-war years 
probably will continue to enjoy a 
good business, but will have to 
shrink their operations. There are 
many companies in the field, how- 
ever, which never amounted to 
much before the war and probably 
won’t be important factors after 
it is over. Unquestionably the 
market is making some mistakes 
in its individual judgment of ma- 
chine tool shares, but its overall 
opinion probably is not inac- 
curate. 


Gasoline and Movies 


The movie shares have slipped 
down a bit on fear that strict 
gasoline rationing may result in 
lower attendance and therefore in 
smaller film rentals. The prohibi- 
tion against so-called pleasure 
driving, however, applies only to 
the 17 Eastern States in the 
“shortage area,” and it may be 
that summer theatre attendance 
in the larger cities will be stimu- 
lated by inability to do Sunday 
driving. Of course some suburban 


theatres will suffer. All this, it 
should be remembered, is a non- 
recurrent situation; and everyone 
who follows the stock market 
knows how ineffective non-recur- 
rent good earnings have been on 
war share prices—perhaps non- 
recurrent poorer earnings will be 
equally ineffective in the case of 
the movie issues. At any rate, 
stocks like Paramount Pictures, 
20th-Century Fox and Warner 
Brothers stiil look attractive. 


Typewriter Shortage 


Every active civilian office in 
the country is in need of new 
office machinery, especially in 
need of new typewriters. It is 
impossible to make normal re- 
placements, and many needed ma- 
chines have been commandeered 
by the government. We are not 
making any new _ typewriters. 
Most of the machinery and man- 
power usually devoted to this line 
of manufacture now are making 
machine guns and other war 
equipment; and the typewriter 
companies are enjoying rather 
good earnings in spite of conver- 

(Please turn to page 498) 
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Fairchild Aviation Corp. 

BY GEORGE 

This company occupies a 
unique position in the avia- 
tion industry, inasmuch as production includes pre- 
cision devices such as aerial cameras, navigation 
instruments, range finders, etc., and camera machine 
guns or military and commercial use, while aerial sur- 
veys are also conducted. The former airplane and 
airplane engine divisions were segregated in 1936. 
Among other products of Fairchild may be men- 
tioned photographic equipment and supplies; gun 
fire control devices, radio compasses and sound re- 
cording equipment. The American and foreign gov- 
ernments provide the largest markets for the com- 
pany’s output. Fairchild also owns over half of the 
stock of Taylorcraft Aviation Corp., a small corn- 
cern making light planes for private flying and for 
military observation. As a result of war needs, the 
company’s plant at Jamaica, N.Y., has been consider- 
ably enlarged. 

Capitalization consists of 337,032 shares of $1 
par value. Balance sheet as of Dec. 31, 1941, 
showed a satisfactory financial condition with cur- 
rent assets of $5,996,000, including cash of $1,485,- 
000, compared with current liabilities of $4,582,000. 
Latest income account, that for the nine months 
ended Sept. 30, 1942, disclosed earnings of $1.99 
per share, compared with $1.98 in the similar 1941 
months. Dividends of $1.00 paid last year included 
a payment of $0.50 on Dec. 23, and compared with 
$1.25 a share in 1941. 

Though war time operations will remain at ex- 
panded levels, taxes and costs will perhaps prevent 
important gains in net income. The cyclical growth 
of aviation in future years, with anticipated large 
extension of private flving, provides optimistic long- 
term direct and indirect earnings potentialities for 
Fairchild, with the aerial survey division expected to 
assume increasing importance after the war. Re- 
search activities should also be productive of new 
sources of revenue. Recent earnings suggest that 
1943 dividends may equal last year’s $1.00 pay- 
ments, despite working capital needs. The stock, at 
current prices around 8, represents an interesting 
speculation for income and long-term price appre- 
ciation in one of the potentially most profitable 
departments of the aviation industry. Moreover, 
this company has pioneered in moulded plywood 
processes which bid fair to have wide application in 
many non-aviation markets after the war. 
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FIVE STOCKS 
IN A STRATEGIC POSITION 


Companies In Line for Post-War Growth 














Fansteel Metallurgical Corp. 
L. MERTON 
Under the stress of war 
needs, industrial research 
activities have been greatly intensified. These have 
been especially notable in the field of metallurgy, 
where the success achieved by Fansteel finds reflection 
in widening outlets for many of its recently de- 
veloped metal alloys. Principal markets are pro- 
vided by the aviation, chemical, electrical manufac- 
turing, radio (for which electronic tubes are made), 
rayon, railway, and telephone and telegraph indus- 
tries. Basically, the company’s operations consist of 
mining of such rare metals as tungsten, tantalum 
and molybdenum and processing of these metals, and 
their alloys and products. Tungsten supplies are 
obtained from a Colorado mine. Tantalum ore 
comes chiefly from Australia, the remainder being 
secured from leased deposits in South Dakota. 
Tungsten products are understood to provide nearly 
one-half of total sales. This metal is used in lamp 
filaments, vacuum tubes, X-ray tubes, etc., as well as 
for numerous electrical contacts. Tantalum has the 
properties of great resistance to corrosion, and is 
advantageously used in making rayon spinnerets 
and in electrical rectifiers, and also in the protec- 
tion of recording, indicating and regulating instru- 
ments. 

Tantalum-tungsten carbides are employed in 
making cutting tools, dies, etc. Fansteel holds a 
two-thirds interest in Vascoloy-Ramet Corp., which 
processes Fansteel’s products into the finished tool 
blanks, die nibs, cutting tools and drawing dies. 

Capitalization consists of 7,274 shares of $5 non- 
cumulative preferred and 206,434 shares of no-par 
common stock. Serial notes to banks, in the amount 
of 70,000, mature in 1943 and 1944. Company 
earnings for 1942 are estimated at sharply higher 
than the $1.58 per common share reported in 1941. 
Dividends were resumed in 1941, after a 13-year 
lapse, with a payment of $0.25 per common share, 
followed by a similar disbursement last year. Inven- 
tories at the 1941 year-end were substantial, though 
cash holdings were small. 

This company appears to possess unusually at- 
tractive long-term earnings potentialities. Rehabili- 
tation needs, new and and improved methods of con- 
ducting manufacturing operations, further develop- 
ment of new products for industrial and commercial 
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use: all combine to provide this organization with 
steadily expanding markets for its production in 
future years. Working capital needs may restrict 
common dividend payments over the next year or so, 
but the common shares comprise an excellent long- 
pull speculation on the company’s post-war profit 
prospects. 


Greyhound Corp. 


Restrictions upon use of private motor cars and 
greatly increased utilization of facilities for troop 
movements have been of especial benefit to the bus 
transportation companies, operating throughout the 
country, which are controlled by Greyhound Corp. 
This is reflected in the consolidated statement of 
operating revenues for the nine months ended Sept. 
30, 1942, these aggregating $90,139,000, or nearly 
60% above revenues for the similar 1941 months. 


' Profits were equal to $2.39 per share of common 


(outstanding in the amount of 2,792,075 no-par 
shares), compared with $1.89 per share in the same 
period of 1941. Indications are that the 1942 re- 
port will show ahout $3.00 per share on the common, 
which would compare with $2.28 for the full year 
1941. Capitalization, in addition to the common 
shares, includes 322,717 shares of $10 par 514% 
cumulative preference stock (convertible into one- 
half share of common) and—as of Dec. 31, 1941— 


equipment obligations of $12,497,000, as well as 


minority interest of $14,471,000. At the end of 
1941, the company had nearly 3,400 buses in opera- 
tion over 63,000 miles of route. 

Capacity operations are expected to continue 


| throughout the war. Pooling of services and elim- 


ination of duplicate operations in certain areas, as 
well as increasing use of Diesel engines in buses, will 
result in further operating economies in future, 


while regulation of interstate rates by the ICC will 


decrease the effects of competition from smaller bus 
concerns. Resumption of super-highway construc- 
tion after the war is a favorable long-term factor 
from the standpoint of future revenues, as is the 
probability of securing a larger portion of all short- 
haul land passenger traffic. 

Dividends on the common amounting to $1.25 per 
share in 1942 equalled those paid in the previous 
year. The satisfactory financial position, as well as 
the wide earnings coverage indicate that 1943 com- 
mon payments will approximate distributions of the 
past two years. These factors, considered in connec- 
tion with the optimistic earnings outlook, afford the 
common shares considerable appeal at prevailing 
quotations. 


Philco Corp. 
Production of Philco Corp., now devoted 100% 


to the war effort, is being conducted at record levels, 
with further expansion indicated during coming 


months. Current output includes radio and com- 


munications equipment, shells, fuses and storage 
batteries for the Army and Navy. Normally, the 
company is the largest manufacturer of radio re- 


1943 


ceivers (accounting for about 20% of such business) 
and relevant equipment and is also prominent in pro- 
duction of storage batteries, refrigerators and air- 
conditioning devices. In peace time, home radio re- 
ceivers provided about one-half of total company 
sales, with automobile receivers about 20%. 

Capitalization consists of 1,372,143 shares of $3 
par value, of which nearly 40% is owned by officers 
and directors, with employes holding around 30%. 
Earnings for the nine months ended Sept. 30, 1942, 
continued the upward trend in evidence for the past 
few years, amounting to $1.09 per share, compared 
with $1.02 per share for the corresponding months 
of 1941. Dividend payments of $0.75 in 1942 com- 
pared with $1.00 in the previous year. However, 
distribution of $0.10 on Dec. 10 and $0.20 as a 
year-end dividend on Dec. 28 suggest a more liberal 
dividend policy this year, especially in view of the 
satisfactory earnings outlook. Profits for 1942 are 
estimated at around $1.75 per share, which would 
compare with actual results of $1.83 per share in 
1941. 

The experience gained in creation and develop- 
ment of new electronic devices for modern warfare 
will be of immeasurable value in the post-war years, 
especially in connection with improvement of fre- 
quency modulation and television sets. Resumption 
of manufacture in other normal lines will also con- 
tribute in considerable degree to total revenues, sug- 
gesting continuation of the trend toward generally 
higher net profits noted in recent years. Although 
the shares are selling at approximately the highest 
prices of the past three years, they may still be con- 
sidered an attractive speculation on the company’s 
peace time earnings and growth potentialities. 


Sharp & Dohme, Inc. 


Altered operating methods, modernization of 
plant, and constant (Please turn to page 496) 





Resinous Products and Chemical Co. 


Modern plastic plywood is bringing the wood airplane back 
and will go places in many industries after the war. 
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The Personal Service Department of THe Macazine or Wavt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability of 
your broker. This service in conjunction with your subscription should represent 
thousands of dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 


3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Paramount Pictures Call 


I understand that one half of the out - 
standing preferred stock of Paramount 
Pictures is to be called on April Ist 1943. 
I am the owner of 10 shares of this stock 
bought on your recommendation. My stock 
may be in that call. Shall I sell this stock 
or convert into common stock?—A. H., 
Minneapolis, Minnesota. 


One half of the outstanding 
121,352 shares of 6 per cent 
cumulative convertible preferred 
stock of Paramount Pictures, Inc. 
is to be redeemed on April 1, 
1943, at the call price of $100 
per share. Redeemable stock will 
be determined by lot on January 
22nd. Shares to be redeemed may 
be converted into 7 shares of com- 
mon for each share of preferred, 
on or before March 18th and, even 
though the call price is materially 
below the current market, it 
should have no effect on the price 
level until that date. 

It is our suggestion that no 
action be taken at the present time 
by holders of called shares, al- 
though such commitments should 
be converted or sold by March 
18th, in order to avoid the ad- 
justment of the market to a figure 
more nearly approximating the 
redemption price. 

Conversion into common at cur- 
rent prices is practically equiva- 
lent to selling the preferred and 
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buying the common in the open 
market. 

Stockholders contemplating 
conversion should do so before the 
issues begin selling ex (about mid- 
March), as the return on common 
is higher than on the preferred, 
that is, on the 7 to 1 basis, assum- 
ing of course, that the common 
dividend is 30 cents per share. 


Commonwealth & Southern Pfd. 


Concerning Commonwealth and South- 
ern preferred: I note by the Pocket Statis- 
lician that the arrears of preferred 
dividends are $23.25 as of 7/1/42. What 
is the prospect of these back dividends 
being paid? The stock as quoted Jan. 8, 
1943, was 401%, and the dividend paid in 
1942, $1.50. Formerly it had paid $3.00. 
What caused the shrinkage? I am told 
that there is to be some readjustment in 
regard to this stock and Tennessee Valley 
Project. Can you give me any information 
concerning same? 

In short, to buy or not to buy, that’s 
the question. 

Please also give me your advice as to 
buying the common of this stock.—C. 8., 
Marseilles, Illinois. 


This is to acknowledge your 
letter of January 10, asking for 
certain information on the Com- 
monwealth and Southern $6.00 
accumulative preferred stock. On 
May 26, 1942, company took no 
action on its preferred dividends, 
two quarterly dividends of 75¢ 
each having been paid on January 
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2 and April 1, respectively. This 
action, no doubt, contributed 
largely to the shrinkage in the 
market price. Arrears on Jan- 
uary 1, 1943 amounted to $26.25. 

An order issued by the SEC on 
April 2, 1942, required Company 
to recaptialize its preferred and 
common stocks into a single class 
of common stock in conformance 
with the corporate simplification 
provision of the Holding Com- 
pany Act. This order was ap- 
pealed to the court and on Oc- 
tober 22, 1942, company filed 
brief declaring that the Commis- 
sion had overstepped its powers in 
applying the “death sentence” 
provision of the Public Utilities 
Holding Company Act, and re- 
quested the court to set aside the 
order as “beyond the authority of 
the Commission and in violation 
of the Constitution of the United 
States.” 

A hearing before the SEC in 
December was on Company’s ap- 
plication to reduce the stated 
value of the oustanding 1,500,000 
shares of preferred stock from 
$100 to $10 a share without 
changing the carrying value of 
its assets. Company asserted this 
would facilitate payment of divi- 
dends on its preferred stock. To 
state specifically what the final 
outcome of these proceedings will 
be, would be purely conjectural 
on our part. 

For the twelve months ending 
November 30, 1942, gross earn- 
ings improved substantially but 
net income was lower, earnings on 
the preferred stock amounted to 
$7.18 as compared with $8.05 in 
the preceding year. This was due 
principally to the fact that the 
excess profit taxes amounted to 
$20,300,027 as compared with 
$8,261,904 in the preceding year. 
The overall coverage was 1.04 
times as compared with 1.07 times. 

(Please turn to page 495) 
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CONCLUSIONS 


INDUSTRY—Ship sinkings might force cut in armament program. 
New Dealers plan post-war leveling of incomes. 


TRADE—Boom in retail sales curbed by receding stocks of mer- 
chandise. 


COMMODITIES—tTrading in all commodity futures markets con- 
tinues light as dealers looked to Washington for price control 
developments. 


MONEY AND CREDIT—December dividends were 12% under a 
year earlier, against decrease of only 5% for 1942 calendar 
year, 


With all components of this publication's business index reporting 
better than normal seasonal gains, per capita business activity 
has staged a two-point recovery during the past fortnight to the 
best level since August. Lend-Lease expenditures from March, 
1941, through December, 1942, totaled $8.25 billion, or 7.8% of 
our total war outlay during that period. Armament transfers ac- 
counted for $3.71 billion; industrial materials, $1.57 billion; agricul- 
tural products, $1.27 billion; and services, $1.7 billion. The United 
Kingdom and British territories were debited with 77% of the total; 
Russia, 18%; and China, 2%. Such were our expenditures. How 
much was sunk is not disclosed. 


* * * 


If the Government's huge war spending program goes through as 
planned, overall business activity this year will be even greater 
than last year; but this forecast could be torpedoed by enemy 
submarines. Ship sinkings are bad enough now and may develop 
into a serious menace this summer. The pests are being bred about 
twice as fast as we are destroying them. Nearly all the vast tonnage 
turned out by our shipyards goes merely to replace sinkings. Should 
it develop that we are producing far more for overseas use than 
can be shipped, then the volume of our armament production might 


have to be cut. 
* * * 


On the other hand, expanding armament production spells declin- 
(Please turn to the following page) 
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Latest Previous Prior 
Dete * Meath Month ‘one PRESENT POSITION AND OUTLOOK 
ing business volume for a number of civilian in- 
INDEX OF PRODUCTION AND dustries. With completion of defense plant 
— (b) Dec. 122 124 113 projects and virtual cessation of private build- 
eee ge sae poi rachi BAIR _ a os 7 ing, construction will be only half as great as 
Non-durable Goods ................| Dee. 116 115 114 | last year, and building supplies will be in much 
Primary Distribution ...............- Dec. 134 136 121 smaller demand. Owing to declining construc- 
Distribution to Consumers seseeeeeee Dec. 84 93 98 tion volume, Washington officials who refuse to 
Miscellaneous Services ..........-+-+-- Dec. 139 138 iW be qented thik thet DUNNE Clin 00 the v0- 
tion's railroads has already passed its crest for 
WHOLESALE PRICES (h) ............. Jan 101.6 100.7 95.6 i ieee, ak aah tea alee. 
trade will also decline. Several large magazines 
pager eee ie) oe are planning sizeable reductions in their news- 
LL ee q : : 
ous De — we 92.6 | stand circulation to save paper. 
Housing Dec. 90.8 90.8 89.9 ; 
Clothing Dec. 88.6 88.6 80.1 Employment lower than a year ago is already 
Fuel and MESIIPID oss coasorcoresones Dec. 90.6 90.5 90.3 being reported in non-ferrous metal mining and 
— re ape a = = a by producers of lumber and furniture; bitum- 
urchasing Value of Dollar ........ ay 0 ; : mahi ne ae’ 4 | 
; paperboard; silk, rayon and woolen 
textiles; clothing and shoes; paper, pulp, print- 
RT CEE tenis... “| Nov $10,394 10.576 eit ing and publishing; and, rather curiously, by 
CASH FARM INCOMEt electric light and saregeeh “a. 
Farm Marketing .............::ccseeee Nov. $1,765 1,962 1,210 ate ; 
Including Gov't Payments ......... Nov. 1,826 2.015 EE i neivarwenr manele aardiare 
Prices Received by Farmers (ee) Dec. 181 168 144 12% less liberal than a year earlier; but dis- 
Prices Paid by Farmers (ee) Dec. 155 155 143 bursements during all of 1942 were only 5% 
Ratio Prices Received to Prices alow 1941. 
Paid (ee) Sababonbadenvpeseecutoacbabossens Dec 114 108 101 * * * 
The Farm Bloc is peeved with organized 
FACTORY EMPLOYMENT (f) labor and with Federal agencies. Recently the 
Durable Goods ............:csesseeeeeee. Nov. 156.6 155.3 138.4 | former called upon Congress to raise agricul- 
Non-durable Goods... Nov. 121.2 121.5 118.1 tural commodity prices (now 15% above last 
year), to increase the industrial work week to 
FACTORY PAYROLLS (f)............ Nov. 270.8 260.9 ED | ot icant $4 hows, and te aialeate ection pay. 
O. P. A.'s answer to this was to "ceil" corn at 
seeps amas the January I! highs, for the purpose of encour- 
Retail Store Sales $7.............:.::00 Nov. $4,927 5,282 4.569 dé & a hi 
Durable Goods (a) -.......c:ecsese Nov. 100.0 100.3 134.1 | aging its use as livestock feed. This was fol- 
Non-durable Goods (a)................ Nov. 172.9 166.2 144.6 lowed shortly by Secretary Wickard's order au- 
Chain Store Seles {¢)..........-.-........ Dec. 175 187 157 thorizing sales of soft wheat from Government 
Retail Prices (s) as OF... Nov. 113.1 113.1 107.5 stocks to prevent millers from being squeezed 
again by their recently raised ceiling prices on 
FOREIGN TRADE N $779 $768 ‘ans flour. The grain is being offered at parity, sev- 
Merchandise ro get Ser ais nl 6.953 4.383 eral cents above recent market levels. Looks as 
ts oie Ayreon gad ‘asabi Siew, "183 "930 "276 though the farm bloc will be backed by Con- 
Cumulative wets total} to........ Nov. RNG Ge 2,883 gress in its quarrel with Government agencies 
and departments. Organized labor and the farm 
bloc each assumes that this war is being fought 
RARROAD SARIS for its special benefit; yet there is no love lost 
Total Operating Revenues™.......... Nov. $690,108 745,584 457,011 bet the + 
Total Operating Expenditures*....| Nov. 406,389 416,430 335.614 Simcoe ovo- —— 
MMI codespecpocseevsrstiopsseicepscopenkessates Nov. 118,637 127,748 40.717 | bccn Vice-Presid 
Net Rwy. Operating Income*....| Nov. 148,948 184,680 68.933 liedeanes iad tain wae emihiampe llc bnispiadeie 
Operating Ratio Yo... Nov. 58.59 55.85 73.44 | Wallace, who is also chairman of the Board of 
Economic Warfare, revealed a significant outline 
STEEL & of the New Deal's post war plan. !—The Gov- | 
Ingot Production in tons*......... Dec. 7,303 7,185 7,150 | ernment will be responsible for the general wel- 
Year's Total Production* to.......... Dec. 86,092 78,789 82.836 fare of our people. 2—If private industry does 
Shipments, U. S. Steel in tons*... Dec. 1,849 1,665 1,846 not maintain full employment, the Government 
will, by continuing to pour out billions. 3—In- 
GENERAL tensified campaign against business monopolies. 
Paperboard, new orders (st)............ Nov. 482,582 519,306 527,829 4—Speculation in securities and commodities to 
rset aoa wares (bd. ft.).......... sl Bot Rn Rahs be further curbed. 5—Incomes to be leveled by 
igaret Production} ..............:::00 ec. ; F , ee wee : ' 
yaaa Coal Production®(tons] Dec. 48.400 47,350 48.694 legislation. This is the gist of Mr. Wallace's 
Portland Cement Shipments*( bbls.) Nov. 14,627 20,345 13,724 statement. What he actually said was sugar 
Commercial Failures (c)............0 Dec. 506 585 898 coated to convey the thought that there is still 
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Latest Previous Prior 
Date Week Week ll PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS 
; Jan.16 120.5 119.8 123.6 a last chance for survival of private initiative in 
ACTIVITY 1923-25—100 ........ 
100 America—if. Then he proceeded to knock down 
ELECTRIC POWER OUTPUT . geo eo ni by ee 
K W. H: quote) “we nee e driving force of self-in- 
t Jan. 23 3.974 3,952 3.440 terest to get most of the work of the world 
TRANSPORTATION done." Well, perhaps the voters of America will 
Carloadings, total oo......ccccccsseeececce Jan. 23 703,578 755,369 —« 8,08) | have something to say about this program, 
ory ee Jan. 23 45,220 53,351 47,201 through their representatives in Congress. 
Jan. 23 164,207 165,789 162,450 p hic 
Forest Products Jan. 23 33,669 42,459 47,365 New orders for durable goods in November 
yer & Miscellaneous... Jan. 23 336,014 362,768 370,602 were 62% larger than for the like month of 1941; 
; We Fase caecsacees assy iteeiy reaver Jan. 23 84,487 86,663 149,487 but non-durables reported a gain of only 9%. 
Ore Jan. 23 13,559 14,365 14,103 : 
Coke Jan. 23 15.136 15.314 14.212 Sales by all retail stores during that month 
Livestock Jan. 23 11,466 14,570 12,341 totaled $4.93 billion, a rise of 8% over Novem- 
ber, 1941. Inventory values carried by whole- 
STEEL PRICES salers at the end of November were 19% lower 
- ~_ $ tg () W iececdescaesxa¥s ~~ ro 23.61 23.61 23.61 than a year earlier. Chain store sales in De- 
crap $ per WD Peers eenssessesscatacses an. 19.17 19.17 19.17 y i 
Finished c per Ib. (m)................. Jan. 1 2,305 2,305 2,305 ean po age =— bert a ~ 
, compared with an increase o f, for the 
STEEL OPERATIONS 1942 calendar year. Variety store sales last 
% of Capacity week ended (m)... year were 15.6% above 1941; but mail order 
Jan. 28 99.5 100.0 97.0 sales were off 2.6%. Department store sales 
PETROLEUM in the week ended Jan. 16 were 1% larger than 
Average Daily Production bbls®...| Jan. 23 3,849 3,849 4311 last year in dollar amount, against a four-week's 
Crude Runs to Stills Avge. bbis.*..| Jan. 23 3,615 3,640 3,640 rise of 8%. 
Total Gasoline Stocks bbls.®.......... Jan. 23 87,102 84,955 99,345 7 a 
Fuel Oil Stocks bbls.®..................... Jan. 23 71,216 71,517 90,764 Crude oil production last year was 8% below 
ENGINEERING CONSTRUC 1941. Distillers are planning to ration liquor, 
TION P production having ceased. At current rate of 
Velen ton) Jan. 28 $41,855 67,930 221.694 consumption present stocks would last only three 
years. 











t— Millions. *—Thousands. 
e)—Dept. of Agric., 
bj)—U. S. B. LS. 
1935-39—100. 


1926—100. 
(p)—Polk estimates. 


1924-29—100. 


(ee)—Dept. of Agric. 
(j) —Adjusted—! 929-31—100. 
(pc)—Per Cent of capacity. 


(a)—Index Federal Reserve 1935-39—100. 
long term trend. (c)—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. 
(en)—Engineering News-Record. 
(m)—Iron Age. (n)—1!926—100. (n. i. ¢. b.)—Nat. Ind. Conf. Bd. 
(pl) —Preliminary. (s)—Fairchild Index, Dec., 1930—100. (st)—short 


1909-14—100. 


(b)—Federal Reserve Bank of N. Y. 


100%/,—estimated 
(#)—1923-25—100. 
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THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 

No. of 1943 Indexes (Nov. 14, 1936, Cl—100) High Low Jan.23 Jan. 30 

Issues (1925 Close—100) High Low Jan.23 Jan. 30 100 HIGH PRICED STOCKS...... 56.35 52.87 54.96 56.35B 

273 COMBINED AVERAGE ........ 62.7 54.5 59.9 62.7C 100 LOW PRICED STOCKS......... 53.46 43.61 50.26 53.46C 
3 Agricultural Implements. ....... 114.3 105.4 111.0 114.3D 3 Liquor (1932 Cl.—100).......... 213.6 197.1 209.6 213.6E 
9 Aircraft (1927 Cl.—100)........ 146.3 131.8 140.4 146.3 8 Machinery 20.00.00... 90.6 82.6 85.9 90.6B 
5 Air Lines (1934 Cl.—100)......376.5 369.5 369.5 373.0 F Wheat Cute esas octiosccccessesee 66.3 61.8 64.1 66.3B 
5 Amusements ......cccssssssssessssseee 42.9 40.2 41.2 42.9 3 Meat Packing ...........sc000 43.4 34.9 40.2 43.4 
12 Automobile Accessories ........ 96.8 83.0 92.6 96.8C 10 Metals, non-Ferrous ................ 126.4 106.8 120.5 126.4 
13 Automobiles .........-.ccccsseeesen 12.1 9.7 11.3 12.1D Nia. nail 10.5 9.0 10.4 10.5 
3 Baking (1926 Cl—100) ....... 9.7 8.5 8.9 9.7B 21 Petroleum EA ee Ao 99.2 86.9 91.9 99.2D 
3 Business Machines ................. 136.9 129.4 133.3 136.9D 18 Public Utilities 0.0.0.0... 30.0 23.2 27.6 30.0B 
2 Bus Lines (1926 Cl—100)..... 70.2 54.9 70.2C 69.8 3 Radio (1927 Cl—100) ......... 15.3 12.1 14.2 15.3D 
5 Chemicals ....ccccccscssssscsssssessseeees 164.6 153.5 161.7 164.68 7 Railroad Equipment .. 37.0 32.1 35.6 37.0 
US ConsteuHon® <sccecseccescescécievecesce: 26.0 23.3 25.5 26.08 WF aM ee ss oipasce cs saicctarecthcs eects 10.8 9.8 10.8 10.8 
NNN iasecicncisiesesierccs 198.4 177.1 196.5 198.48 2 Shipbuilding 0.0.0.0... 91.8 83.4 89.4 91.8 
8 Copper & Brass ooo... 73:2 63.6 69.3 73.2 EO ALL Se ae ene 225.2 197.8 209.3 225.2C 
2 Dairy Products ............::csss0 32.2 29.7 31.7 32:2 WZ SRG OD See NEO oo. csccie Sacser ences ss 64.1 57.6 61.4 64.1 
6 Department Stores ..............--- 18.0 15.4 17.6 18.0B Me SENN cdg ici d. ce caeaetacteig 36.5 32.2 35.9 36.5 
5 Drugs & Toilet Articles............ 56.8 50.9 56.3 56.8C VOR (TTL TPS Nae ores aer ReneS 188.1 180.2 183.8 188.1B 
2 Finance Companies ..............- 162.7 152.6 157.2 161.0 3 Telephone & Telegraph .......... 74.6 67.0 69.1 74.6F 
Gil ocel ARAN Oc. cicaseseinsetasaensessetse 98.1 85.5 94.7 98.1C Pe MON SG GR erence cocoa conn tdexeschcectecels 38.4 33.7 37.7 38.4B 
BIPCO StOOS nessa ceetassssviossscisins 39.1 37.9 38.6 38.5 a Vires & (Rubber .,......2:-.:022.:..-- 18.5 16.5 17.1 18.5D 
NE src hecrtr campeon 39.1 35.0 35.9 39.1B TI sisiss tin casionstcneccsin 58.5 52.2 56.7 58.58 
3 Gold Mining ........:-ssssecseesseee: 686.6 610.3 658.5 686.68 2 Variety Stores... 204.8 182.4 195.5 204.88 
6 Investment Trusts .................. 26.7 22.7 24.1 26.7D 20 Unclassified (1942 Cl.—100)..124.8 100.0 113.8 124.8 
New HIGHS since: B—I941; C—1940; D—1939; E—1938; F— 1937. 
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Trend of Commodities 


Trading in domestic commodity markets at the close of 
the past week reached very light proportions as dealers 
looked to Washington for further price control develop- 
ments. Recent price changes have been irregular. Trading 
in grains has reached a very low ebb as reports became 
current of a possible price ceiling on wheat. Corn prices 
have been holding up well, although the cash demand is 
slow, reflecting recent heavy industrial purchases. Wheat 
has eased minor fractions in price, with marketings light. 
Cotton has developed a heavy tone, as traders are kept on 
the anxious seat by uncertainties in the farm parity issue. 


The principal demand continues to come through trade in- 
terests on a scale down though price fixing activities were 
light. Traders believe the huge potential demand for cot- 
ton textiles to fill military and lend-lease needs will continue 
to be overshadowed by the parity issue until it has been 
cleared up. The wool market remained firm, althéugh suf- 
fering some slight price recessions due to profit taking. Egg 
prices have declined recently to a new season's low due to 
accumulating supplies, while the demand remains on a 
hand-to-mouth basis. Oats have advanced in price due to a 
slight improvement in consumer demand. 
















































































180 1 120 
WHOLESALE COMMODITY PRICES 
160 110 
100 FINISHED PRODUCTS 
USBL_ INDEX 
°o 
° 95 
: 
© 120 90 90 
o J F MA 
a !00 ~ 80 
4 RAW MATERIAL PRICES 
” MWS INDEX 












































U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1929, equal 100 


Jan. 28 Jan. 21 
28 Basic Commodities............... 174.3 173.8 
Import Commodities .................. 164.9 164.2 
Domestic Commodities .............. 180.6 180.4 





Jan. 28 Jan. 21 
Domestic Agricultural ~.......... = 201.5 199.9 
Foodstuffs 199.3 198.6 
Raw Industrial ......................+. = 157.4 157.1 





Commodity Briefs 





Sugar. Under the current rationing basis yearly consumption 
of sugar in the United States is estimated at less than 5 mil- 
lion tons compared with 6!/, million tons consumed in 1941. 
Per capita consumption last year is placed at 85 pounds, com- 
pared with II! pounds in 1941. Little or no difficulty is ex- 
pected in producing sufficient sugar to fill these reduced wants 
in 1943. Offshore countries are expected to easily provide 2.8 
million tons, while domestic cane and beet sugar production 
in this country is expected to reach the 2.2 million ton level 
needed to insure the 5 million tons total needed to meet the 
nation's requirements. 


Rayon. Production of rayon in American mills during 1942 
totaled 632,600,000 pounds, an increase of 10 per cent over 
1941, and a new high record the Textile Economics Bureau, Inc., 
estimates. The production of rayon filament yarns amounted to 
479,300,000 pounds, an increase of 6 per cent. Staple fiber out- 
put amounted to 153,300,000 pounds, an increase of 25 per cent. 
Use of rayon also registered a new high record. Deliveries to 
consumers amounted to 620,600,000 pounds an increase of 5 
per cent over 1941. 

Dairy Products. Action taken by the Department of Agri- 
culture during the past month will very considerably restrict the 
supply of dairy products available for civilian consumption in 
the United States in 1943. With 30 per cent of the production 





of creamery butter set aside for war use, civilian consumption 
of butter on a per capita basis may be about 3 pounds (20 
per cent) smaller in 1943 than in 1942. Civilian consumption 
of evaporated milk this year will be cut by more than 25 per 
cent. The reduction will actually seem greater to most civilians 
than 25 per cent since the increased purchasing power of con- 
sumers at ceiling prices will normally bring about increased 
consumption. Ice cream production in January will be held at 
about 75 per cent of last year's January production. 

Coffee. The visible supply of coffee is down to 797,000 bags, 
the Coffee and Sugar Exchange estimates. Those figures in- 
clude 495,000 bags now afloat. A year ago the visible supply 
was 2,434,000 bags. Coffee arrivals so far in 1943 are calculated 
at 325,000 bags contrasted with 1,106,000 bags a year ago. 
Deliveries so far this year amount to 726,000 bags against 
1,032,000 bags in the corresponding 1942 period. 


Cocoa. The largest arrivals of West African cocoa reported 
in weeks recently reached American ports. The four African 
steamships carried 98,053 bags in their cargoes. The cocoa is 
reportedly for consumption in this country. No arrivals from 
Brazil were reported. In the meanwhile certified cocoa stocks 
in warehouses have fallen below the 100,000 bag level. They 
decreased 5,042 bags over the last week end, with the result 
that they now total only 93,172 bags. 
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Answers to Inquiries 





(Continued from page 490) 


The price range on the preferred 
stock in 1942 was: high 4414; 
low 2114; stock is now selling at 
40. Undoubtedly this system will 
be simplified and changed but the 
preferred stock appears to occupy 
a relatively good position. How- 
ever, there are so many factors to 
be clarified, we would prefer to 
await a reaction in this stock. In 
the interim, we feel that there are 
some attractive second grade rail- 
road bonds which are attractively 
priced and provide a good income 
return. For recommendations, we 
respectfully refer you to recent 
issues of THE Macazine or WALL 
STREET. 


Canadian Stocks 


I have on deposit in Canadian banks 
about $15,000 available for immediate in- 
vestment and would appreciate your 
opinion on possible Canadian investments. 
These funds cannot be transferred to the 
States because of the Foreign Control Ex- 
change regulations. 

I have already purchased about $5,000.00 
tn Canadian Victory bonds. Many of the 
gold stocks are selling at very high divi- 
dend returns. What are their prospects? 

I have a steady income and can take 
what is ordinarily termed a business man’s 
risk to the full amount of these funds. 

Any suggestions will be very much ap- 
preciated.—H. A. W., Buffalo, New York. 


We recently made an exhaus- 
tive survey of Canadian gold 
stocks, for one of our clients and 
are thoroughly familiar with the 
situation. Our summary and 
opinion is as follows: 

To increase the output of base 
metals, the Dominion government 
assumed virtual control of the 
Canadian mining industries in the 
latter half of 1942. Special per- 
mission must be obtained from the 
metal controller to open new 
mines, expand mines already in 
production, or to operate prop- 
erties not in production last June. 
Gold mine tonnage may not ex- 
ceed the average monthly milling 
rate for the first four months of 
1942, and extensive development 
work is prohibited. As a further 
important measure of relief, labor 
turnover in the mines is now re- 
stricted and the transfer of gold 
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miners to base non-ferrous pro- 
duction has recently started. 

As a result of the diversion of 
labor and priorities on materials, 
the downtrend in earnings of 
established gold producers will 
continue during coming months. 
Dividend payments during 1943 
will be conservative or discon- 
tinued in many instances to rein- 
force cash positions. However, 
for patient holders, the gold stock 
group have above average merit, 
for profitable resumption of ac- 
tivities after the peace. We per- 
sonally like McIntyre Porcupine 
and Dome Mines. 

For purposes of diversification, 
some of the attractive issues in 
Canada, are the following: Can- 
ada Packers, Ltd., Canadian Cel- 
anese, Imperial Tobacco of Can- 
ada, and National Steel Car. 
These common stocks are listed 
on the Montreal or Toronto Stock 
Exchanges, and are paying fairly 


liberal dividends. 


Scandinavian Bonds 


As a subscriber to your magazine for 
the last five or ten years, may I ask you 
to please give me your opinion, from an 
investment standpoint, after the war is 
over, of: 

Oslo City Bond, 414% due 1955 
Kingdom of Denmark Bond, 51% due 1955 
Copenhagen City, Denmark, 41/,% due 1953 

I would like your information to cover 
the past history of these bonds, as to their 
date of issue, all-time high price, and its 
date, all-time low price, and its date, 1942 
high and low prices. Also the time and 
circumstances, interest payments wherever 
deferred. Specifically, please give me the 
reason, if any, aside from the war situa- 
tion, as to why the latter two are selling 
relatively low. 

Let your information be toward evalua- 
tion of the bonds from the viewpoint of 
after the war, with the understanding the 
United Nations will eventually win.- 
J. F. S., Lock Haven, Pennsylvania. 


In accordance with your re- 
quest of January 11, we are 
pleased to give you the informa- 
tion requested therein. 

Kingdom of Denmark External 
514% bonds due August 1, 1955. 
This issue is outstanding in the 
amount of $20,400,000 and was 
issued August 1, 1925. The issue 
is protected against establishment 
of any prior lien on any state 
asset or revenue. It is listed 
on the New York Stock Exchange 
and the price range in 1942 was: 
high 55; low 2614, last 45. The 
price range in 1941 was: high 52; 


low 297g. Sinking fund payment 
of $1,200,000 annually was sus- 
pended in January 1942. The 
issue is free of all Danish taxes. 
Interest has been paid regularly 
on this issue, last payment being 
August 1, 1942. The highest 
price registered in the last five 
years was 104 in 1938 and the 
low was 1814 in 1940. 

Copenhagen City, Denmark, 
External 414 % bonds due May 1, 
1953. This issue is outstanding 
in the amount of $12,000,000 and 
was issued in May 1928. It is 
protected against the establish- 
ment of any prior lien on any 
municipal asset or revenue. ‘They 
are listed on the New York Stock 
Exchange and the price range in 
1942 was: high 4914; low 1814; 
last 40. This issue is also free of 
Danish taxes. The interest has 
been paid regularly on this issue, 
last payment being on November 
1, 1942. The highest price reached 
in the last five years was 10014 in 
1938 and the low was 15% in 
1940. 

Oslo City, Norway, External 
Sinking Fund 414% bonds of 
April 1, 1955. This issue is out- 
standing in the amount of $5,- 
545,000 and issued in 1936. They 
are listed on the New York Stock 
Exchange and the price range in 
1942 was: high 74%; low 2714; 
last 72. This issue is free of any 
Norwegian taxes. Sinking fund 
payments on this issue were sus- 
pended on April 1, 1941. Interest 
has been paid regularly and the 
last payment was October 1, 1942. 
The highest price reached in the 
last five years was 10314 in 1938, 
and the low was 1914 in 1940. 

Norwegian bonds generally ap- 
pear to be in a little better defined 
position than those of the Gov- 
ernment of Denmark, not only 
because the relation between out- 
standing dollar bonds to frozen 
assets has been more favorable, 
but also because the country’s 
most valuable asset, its merchant 
fleet, is actively engaged in sup- 
port of the Allied war effort, 
thereby contributing to current 
income of the exiled Norwegian 
Government. The Danish loans 
also have speculative possibilities 
but due to an inferior asset posi- 
tion, is in a more pronounced de- 
gree, dependent upon the outcome 
of the war. Last January sinking 
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fund service payments were sus- 
pended indefinitely. Denmark’s 
liquid credit balance on December 
31, 1941 at the Federal Reserve 
amounted to $18,100,000, where- 
as the estimated annual interest 
charges on American held dollar 
bonds is $4,000,000. The fore- 
going extenuating factors are un- 
doubtedly reflected in the prices 
of the Denmark bonds. 
Assuming an Allied victory, 
possibilities in the post war re- 
construction period should afford 
better opportunity for disposal 
of these issues, although the inter- 
mediate future probably will, as 
it has in the past, proved a trying 
time for holders of these issues. 
Obviously, these foreign bonds 
are in a tenuous position and any 
adverse war news will undoubtedly 
have a psychological effect on 
market prices. In our opinion, 
your investment funds could be 
used more advantageously. . 


Illinois Central Leased Lines 


I would like to get whatever informa- 
tion you can furnish me with pertaining 
to the stock of the Illinois Central R. R. 
Leased Lines $4.00 


Is this a cumulative pfd.? Is it guaran- . 


teed? It seems to be very attractive for 
income. How speculative is it? More so 
than the Illinois Central refunding bonds? 

I will appreciate whatever information 
you can offer—D. E. R., New London, 
Wisconsin. 

Acknowledging your inquiry of 
January 11 requesting informa- 
tion on the Illinois Central Rail- 
road 4% Leased Line stock cer- 
tificates, please be advised that 
these certificates are outstanding 
in the amount of $9,989,700, par 
value $100 and were issued under 
terms of lease of the Chicago, St. 
Louis and New Orleans Railroad 
to the Illinois Central Railroad 
dated January 13, 1882. They 
are secured by a deposit of a like 
amount of Chicago, St. Louis and 
New Orleans Railroad stock with 
the Illinois Central Railroad. 
Certificates are entitled to divi- 
dends of 4% per annum. In case 
of default, in dividends for sixty 
days, holders will be entitled to 
receive a like number of shares 
of original stock pledged. 

These certificates are listed on 
the New York Stock Exchange 
and since 1938 have ranged from 
a low of 23 to a high of 49. In 
1942, the price range was high 
42; low 3214; last 38. At this 
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price, based on a $4.00 dividend 
rate, the yield is 10.5%. The 
spread between the high and low 
prices registered in each year at- 
test to the tenuous position of 
this stock. The dividend is not 
guaranteed by the Illinois Central 
Railroad and the stock is more in 
the position of a debenture bond. 
This stock cannot be given as high 
a rating as the senior bond obli- 
gations of the Illinois Central. 





Five Stocks In a Strategic 
Position 





(Continued from page 489) 


development of new products have 
placed this drug manufacturing 
organization in excellent position 
to profit not only from the needs 
of the civilian population, but also 
from the tremendous requirements 
of our armed forces. The com- 
pany produces and markets more 
than 4,000 pharmaceutical and 
biological items, and also many 
proprietary specialties, with the 
latter believed to furnish a smaller 
portion of gross volume. 
Capitalization as of Dec. 31, 
1941, consisted of 229,085 shares 
of $3.50 cumulative preference 
stock of no-par value (each share 
convertible into two common 
shares), and 776,627 shares of no 
par common stock. Finances were 
strong at the 1941 year-end, with 
current assets of $10,213,000, in- 
cluding cash of $973,000 and in- 
ventories of $6,069,000, compared 
with current liabilities of $1,681,- 
000. Dividends were initiated on 
the common stock in 1941, total- 
ing $0.20 per share, while last 
year’s payments amounted to 
$0.40 per share of common. 
Expansion of the army and 
navy indicate further large Gov- 
ernment orders, particularly for 
sulfa drugs, pharmaceuticals and 
biological products. In 1942, the 
company announced a practical 
method of making normal human 
plasma (dried blood) available to 
any part of the world. Domestic 
sales should also be well sustained 
throughout this year. Laboratory 
developments should result in in- 
troduction of additional lines in 
the future. These considerations 
afford the company encouraging 
long-term sales growth possibili- 
ties, which are expected to find re- 


TH 





flection in enhancement of net in- J 


come after the war. Report for 


1942 may show earnings in excess | 
of $1.50 per common share, which 7 
would compare with $1.14 per | 
The recently 7 


1941. 


share for 







established $0.15 quarterly divi- [ 


dend should be easily maintained. 7 
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ahead offers excellent opportuni- : 


ties for capital building so he is 
justified in acquiring some sound 
lower priced stocks. 

To double income and strength- 
en enhancement potentialities I 
suggest that the investor transfer 


from his present portfolio to the | 


one detailed in the accompanying 
table. 

This transfer of capital will 
expand yield from 4.05% to 
8.39 % —an increase in income of 


$1,169. 


be far greater. The quality of the 
list has been lowered somewhat, 


particularly by elimination of the | 
/ wal 
but those had no profit potential, f be | 


offered but a small yield and were | 


investment grade preferred stocks, 


not a good inflationary hedge. 
The two bonds recommended 
offer a substantial, dependable 
return and sound prospects for 
price increase. Southern Pacific 
earned interest charges 3.48 times 
in the ten months ended October 
31, 1942, as against 2.37 times in 
the same period of the previous 
year. Atlantic Coast Line R. R. 
earned their interest charges 3.74 
times in the first ten months of 
1942 as compared with 2.41 times 
in the equivalent period of 1941. 
This excellent coverage should be 
continued for some time by both 
carriers. National Supply 6% 
preferred paid $9 in dividends in 
1942 and this will be repeated in 
1943 with the clearing up of $3 
in arrears. Celotex is going to 
show an increase in sales this year. 
It represents a good stake in the 
promising future for the building 
industry after the war. Interlake 
Tron could readily show a 50% 
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In addition it is my | 
opinion that profit prospects will | 
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advance from present levels and 
still be under the 1941 high of 
1114; my studies show it to be 
clearly undervalued today. Mid- 
Continent Petroleum is a strong, 
integrated oil company. Earn- 
ings in the first nine months of 
1942 were up to $2.58 per share 
contrasted with $1.91 in the same 
months of 1941. The future is 
good and substantial crude re- 
serves mark the issue as an in- 
flationary hedge. New York 
Central R. R. is likely to seek 
future financing through common 
stock and a continued dividend is 
probable while enhancement pros- 
pects are good. United Gas Im- 
provement also offers unusual in- 
come and growth promise. Even 
if the company should be liqui- 
dated by the S.E.C. the stock- 
holder would probably receive 
more than the present market 
price. 

Naturally, I have special de- 
tailed reasons for selecting each of 
the above issues in preference to 
others available, but these cannot 
all be specified in an article of 
this length. I sincerely believe 
that the investments suggested 
will solve the problem of the 
Florida investor by doubling his 
income and bringing him healthy 
capital expansion in the next 
twelve months. I close with a 
warning that today no issue can 
be held indefinitely so that any or 
all of my suggestions may attain 
prices where profit-taking will 
be advisable and re-investment 


should be effected. 
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in equities. Here, again regular 
income was the paramount con- 
sideration. Many companies may 
have to defer or reduce the divi- 
dend rate on their common stocks 
but still be able to pay on their 
preferred stocks. Incidentally, 
the four preferred stocks shown 
are all cumulative as to dividends 
and, if deferred, should ultimately 
be paid. 

Another way one may save this 


| year with resultant increase of in- 


come is by reviewing his insurance 
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This is the way to win a battle 
in the desert 


and delicate navigating instruments. 


rBYA and NortH Arrica made it 
L; clearer than ever: THIs IS A WAR 
OF SUPPLY. 

In 1918, an American soldier could be 
equipped and maintained on 5 tons of 
supplies each year. 

But today, for every soldier sent 
abroad, 101% tons of shipping space must 
be provided for equipment alone. And it 
takes an additional 18 tons of shipping 
to supply a single soldier for a year! 

Supply is a matter of ships. 

And ships need electricity. 

Vast quantities of electric power, for a 
thousand vital tasks that must be done 
to take a convoy safely across the seas. . . 

Electricity to steer the vessels and 
operate the radios and signal lights. 

Electricity to detect the approach of 
enemy subs and planes, to sound the 
alarm, to organize the defense. 


Electricity to power great cargo winches, 


Westinghouse 


Electricity to make magnetic mines 
harmless, to provide invisible “black 
light” for reading charts at night. Elec- 
tricity to keep food fresh, to cook it, to 
ventilate the ships, to provide comfort 
for the crews. 

Electricity in every freighter, every tank- 
er, every Navy escort vessel—to help win 
the war of supply! 

We of Westinghouse take tremendous 
pride in building so much of the elec- 
trical equipment, so many of the great 
turbines and gears and electric drives, 
for the ships of America’s Navy and 
Merchant Marine. 

Into every piece of that equipment go 
all our “know-how,” all our skill, all our 
determination to do our share in this 
war—and if possible, a little more. 

Westinghouse Electric & Manufactur- 
ing Company, Pittsburgh, Pennsylvania. 
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PLANTS IN 25 CITIES— OFFICES EVERYWHERE 


Tune in the Westinghouse Program starring John Charles Thomas 


—NBC Network, Sunday, 2:30 P. M., Eastern War Time. 




















policies. Many automobile owners 
carry large public liability. In 
view of restrictions on pleasure 
driving and with speed reduced to 
35 miles per hour, it would seem 
that these amounts could be modi- 
fied. Is the amount of fire insur- 


- ance on dwelling and contents in 


excess of actual value? If so, it 
should be reduced accordingly. 
Lower premiums mean increased 
income. One cannot expect to 
collect more than its actual value, 
after due write off for deprecia- 
tion, etc. 





Readjustment Ahead for 
Machinery & Machine Tools 
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are regarded as possessing a semi- 
investment status. Link Belt 
usually has done well. Caterpillar 
Tractor has a record for stable 
and gradually increasing earn- 
ings. Most of the earth-moving 
machine companies have been 
able to do well, even though 
profits have fluctuated fairly 
widely. On the other hand, there 
are scores of companies about 
which this cannot truthfully be 
said. 

Actually when one talks of 
“machinery” companies, he dis- 
cusses a heterogeneous group—a 
list of concerns engaged in vastly 
different lines of business. No two 
are alike. The shares of no two 
have the same investment or spec- 
ulative characteristics. The same 
may be said, in a more limited 
way, of the machine tool com- 
panies. The more important 
things to consider are (1) the na- 
ture of the product, (2) the abil- 
ity and resourcefulness of the 
management, (3) the company’s 
past record, (4) the company’s 
financial and capital status, and 
(5) the status of the machinery 
demand cycle. 

Unfortunately, the censorship 
imposed by the Department of 
War Information, the War and 
Navy Departments, and by the 
companies themselves in some 
cases, prevents us at this time 
from knowing as much as we need 
to know (from an investment ad- 
visory point of view) about what 
many of the companies are mak- 
ing. To a greater extent than 
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usually is the case, the investor in 
machine tool companies has to 
own a “pig in a poke.” On the 
other hand, past records are avail- 
able to those who will take the 
trouble to look them up; and 
managements have reputations 
which easily may be learned. This 
is the time of year when financial 
statements soon will be available. 
No one has to guess about the 
maturity of the machine tool in- 
dustry’s war effort; obviously it is 
arriving. Everyone has to guess 
about the future of machine tools 
in the post-war world; there is no 
certainty about it. 

No comment on the machinery 
and machine tool industry from 
the point of view of investors 
would be complete without point- 
ing out that the industry is pay- 
ing very high excess profits tax 
rates. Its earnings after taxes 
have shown a very large increase 
since 1938, but the increase has 
not been as large as the increase 
in sales or as the increase in 
profits before taxes. 

As earnings decline (and they 
surely will) the government for a 
time, at least in the case of most 
companies, will bear some 60% to 
80% of the decline in net through 
collecting less in taxes. The ex- 
cess profits tax system is a cushion 
against lower earnings on the way 
down just as it is a cushion 
against higher earnings on the 
way up. Moreover, the excess 
profits tax refund (10% of EPT 
paid) will be very important for 
many machinery and machine tool 
companies and will stand them in 
good stead in event bad times 
come. Most of these companies 
have made adequate preparation 
to take care of cash payment of 
taxes, and this has not prevented 
them from making large additions 
to their liquid strength. All of 
them in the post-war years should 
benefit from an immense increase 
in the number of skilled me- 
chanics. Some of the “fat” now 
being acquired is going to stick; 
and we don’t remember very many 
receiverships and bankruptcies in 
this field, even before the war 
“fat” was acquired. 

In conclusion, the big thing to 
remember in studying the ma- 
chine tool industry shares is that 
generalizations are impossible. 


Each issue must be judged on the 
basis of a separate set of facts 
and circumstances. The stock 
market acts as if it is fully aware 
of the uncertainties and problems 








outlined; machine tool and ma-/ * 
talk 


chinery shares probably are not 


absurdly valued at these prices, | 
even though they hardly have! 


alluring speculative appeal. 
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sion. Stocks like Underwood- 
Elliott-Fisher, Remington-Rand, 


L. C. Smith & Corona and Royalf 


Typewriter should be good peace 


issues. Royal and L. C. Smith} 
were making excellent progress in} 


the years just before the war. 


Low-Priced Dividend Payers 


The “box” accompanying this | 
For Prorir anv In-/ 
COME is made up of a tabulation / 


issue’s 


of low-priced dividend payers. 
Many smaller investors, and not 4 
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few larger ones, like to buy low- | 


priced shares—even though they 
sometimes represent a small frac- 
tion of ownership as compared 
with higher-priced ones. ‘There 
are some fairly good quality 
stocks in the low-priced list: Best 
Foods yielding 6% ; Burroughs 
Adding Machine, 5.8% ; Consoli- 


dated Oil, 6.5%; Eagle-Picher | 
Lead, 7.5% ; Libby, McNeill &| 


Libby, 7.8%; Remington-Rand, 
8.1%; Socony- Vacuum Oil, 


4.5% ; and Texas Pacific Coal &} 


also } 
/ rent 


Oil, 4.6%. There are 
“crowth” issues in the low-priced 
classification: Commercial Sol- 
vents, Canada Dry Ginger Ale, 
Radio Corporation, Rustless Iron, 
Penn Central Air Lines, and our 
old friend Fansteel Metallurgical. 


The number of lower-priced stocks | 


which have been making new highs 
for 1942 and 1943 in recent weeks 
has been exceptionally large. Be- 
cause of lack of space, this tabu- 


lation will extend over two issues | 


of this publication. 
Electronics 


There is much thinking in what 
might be termed “more advanced 
quarters” about the manner in 
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science of electronics. This field 
includes radio, television, indus- 
trial applications, radio and light 
waves, the “breaking down of the 
” and other things not yet 


| talked about outside of research 


eames Pi 








laboratories. Some of the things 
which are visualized are a new 
type of vastly improved sound 
radio set, commercial applications 
of television, new labor-saving 
machinery and a new field for 
chemistry. A few of the com- 
panies which are said to be “doing 
things” in electronics include 
Radio Corporation of America, 
Philco, Zenith, Farnsworth Radio 
& Television, National Cash 
Register, Minneapolis-Honeywell 
and General Electric. The new 
science easily could find market 
expression in Radio Corporation 
shares. It certainly is going to 
find market expression somewhere. 
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increased cost of the company’s 
leaf tobacco inventory, for net 
before taxes was $43.7 million 
against $41.7 million in 1941. 


profits tax liability came to about 
$23.9 million against $18.5 mil- 
lion the year before, increase of 
about $5.4 million. 

Modest increase in Reynolds 
cash item was meaningless, as cur- 
rent notes payable (to carry in- 
creased inventory) amounted to 


| $20.75 millions or more than 


doubled in the year. Total cur- 
rent assets, of which more than 
89 per cent was represented by 


/Inventory, amounted to $193.6 


millions, against $174.6 million 
the year before. 

The trend for Liggett & Myers 
was identical—higher sales and op- 


erating profit; much higher taxes, 


lower net, increased inventory, in- 
creased current notes payable. 
Net per share was $4.55 against 
$5.22 the year before. Tobacco 
companies figure inventory on a 
three-year average cost basis. 
Thus the raw material cost this 
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which the war has stimulated the | 
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year will be substantially higher 
than last year, so that whether or 
not taxes are further increased it 
will be hard to maintain 1942 
earnings unless OPA permits a 
merited increase in cigarette sell- 
ing prices. However, investors 
have the consolation of noting 
that the stock market is highly 
indifferent to temporary war 
adversities in the matter of earn- 
ings, just as it is indifferent to 
high war earnings if they are re- 
garded as abnormal. 

Before the war Outboard Mar- 
ine & Manufacturing was cashing 
in on the fast growing popularity 
of “poor man’s yachting.” In the 
1941 fiscal year the company 
earned $5.11 per share and in 
1940 the stock sold at a record 
high of 3234 on earnings of $3.82 
a share. When war came to the 
U. S., the company was quickly 
tagged, by investment consensus, 
as a “conversion casualty.” The 
stock went down to a low of 16. 
Today it is back to 3014, within 
214 points of the highest price it 
ever commanded. If there is a 
moral to this tale it is. Avoid Snap 
Judgment. In the fourth quar- 
ter, for example, Outboard earned 
$1.74 a share on war-goods sales 
of $9.75 million, against 8 cents 
per share in the fourth quarter of 
1941 when sales of regular prod- 
ucts were at their seasonal low. As 
there is no seasonal factor in war 


production, the company appears 
to have an annual earning power 
of at least $6 a share; reconver- 
sion to peace will not be difficult ; 
and post-war prospects for sales 
and earnings are excellent. Pre- 
war dividend rate of $2.25 has not 
been cut. This will be a stronger 
company at the end of the war 
than at the start. It might pay 
you to judge some of the much 
better known “market leader” 
stocks by the standards of value 
indicated in this instance of a 
small company. 

Atlantic Refining’s drop in net 
from $5.16 a share in 1941 to 
$2.33 last year illustrates the cur- 
rently weak position of gasoline 
marketers; and this shrinkage, of 
course, does not reflect the full 
effect of reduced gasoline con- 
sumption in the East since the 
strict ban on pleasure driving 
only recently was imposed. Crude 
oil producers are in the best con- 
dition, with integrated companies 
next and marketers in the poorest 
spot. 

We shall continue these ap- 
praisals in the next issue. It is, of 
course, not possible to comment on 
more than a minority of the re- 
ports and balance sheets issued. 
Rather, the purpose is to spot- 
light representative examples 
from different types of situations 
that provide helpful investment 
hints in common stock selection. 
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As I See It! 
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has broken up the nationalistic 
entities leaving only greatly han- 
dicapped minorities — weakened 
by purges, sterilization and other 
brutalities, so that they would be 
unable to resist the strongly 
established political underground 
forces of communism when it 
comes out into the open. 

The only way in which the 
United Nations can take advan- 
tage of the setup in Hitler’s new 
Europe in order to establish a 
liberal form of government there, 
would be to open an offensive that 
would land them in Berlin before 
Stalin gets there, or evolve a 
peace that would produce a 
United States of Europe under a 
liberal democracy. But this latter 
is impossible since we cannot deal 
with the gangsters who by their 
scheming have wrought such utter 
ruin. 

Moreover such a plan is beset 
with grave danger since in de- 
centralizing the populations of 
Europe, Hitler has established 
Germans everywhere, making it 
possible for domination by the 
stronger German groups in each 
country to secure eventual control 
regardless of the outcome of the 
war. 

It is the political implication of 
this situation that is playing right 
into Stalin’s hands and which is 
interfering greatly with our con- 
duct of the war. The inherent 
danger is so great that it calls for 
the shelving of political bickering 
among the allies and complete 
unity of purpose. 

Furthermore the implications 
of a Russian victory over Europe 
are far-reaching since it might 
affect the situation in the Pacific 
just as adversely. Stalin has thus 
far clung tenaciously to his treaty 
with Japan. Only the other day 
the Japanese hailed this treaty 
and reaffirmed their willingness to 
adhere to its terms. 

Stalin does not trust the 
democracies nor does he under- 
stand them. He is of the East 
with an oriental turn of mind, a 
fact which he himself emphasized 
in taking leave of Matsuoko when 


he referred to their common 
orientalism as a sound basis for a 
meeting ground, then and in the 
future. 

We have a great task before us 
—of winning this war and win- 
ning the peace too. We have the 
power and the brains to accom- 
plish this. We must dominate the 
irreconcilable elements who are 
hampering us. The times call for 
patience and compromise. 





Movies Face Another 
Prosperous Year 
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influence on production of new 
films as the year advances. Yet it 
has been stated that if no new 
pictures were made for the next 
ten months, the stocks of finished 
films available would be adequate 
for normal demand for that 
period. Moreover, it is asserted 
that the quality of the pictures 
now withheld for later release is 
equal to that of films produced in 
normal times, and in some in- 
stances even superior. Should 
this estimate prove to be correct, 
the beneficial effects upon rev- 
enues of the exhibitors can be 
readily apprehended. 





Further Tobacco Sales 
Gains for 1943 





(Continued from page 480) 


perity in the South an important 
factor, continued progress in sales 
of snuff is anticipated for 1943. 
Last year’s production aggre- 
gated 41.2 million pounds (be- 
lieved to be the highest on record), 
and compared with 39.6 million 
pounds in 1941. 

Higher tobacco costs will be- 
come an increasingly important 
factor. Inventories of leaf equal 
to about three years’ needs are 
maintained by cigarette manu- 
facturers, and costs of such ma- 
terial for a single year are 
charged at the average cost of the 
entire inventory. Some estimates 
place the estimated increase in 
these costs at more than 30% for 
1943. The effects on profit mar- 
gins can be readily perceived. 


Higher excise taxes effected in 
November, 1942, will have little 
effect on sales, but Federal and 
other levies will interpose serious 
barriers to net income gains, 
Other operating costs will also 
have their influences on profit 
margins. Notwithstanding these 
unpropitious factors, anticipated 
overall expansion in sales should 
preclude more than a moderate 
decline in 1943 net income for 
leading factors in the tobacco 
industry. 





High Yield Bonds for 
Income and Appreciation 





(Continued from page 467) 


Ten-year average earnings on 
this bond is 9.28%. Latest cash 
items reported were approx- 
imately $35 million. If the road 
can spare $10 million of this cash, 
they could in effect retire ap- 
proximately one-third of the 
$51.4 million Income bonds out- 
standing. These Income bonds 
still appear attractive at these 
levels, and could show sizable ap- 
preciation should any such buy- 
ing program be inaugurated. 
Reorganization rail securities, 
last group to be considered, seem 
to offer greatest advantages to 
the investor. Up to the present, 
several uncertainties besetting 
this group have been dispelled. 
One such 


Supreme Court, in the Los An- 
geles Lumber Case, re-affirmed 
the rule of absolute priority, thus 
nullifying what originally was 
considered the intent of Section 
77, namely, the Composition 
Theory. Additionally, the uncer- 
tainty regarding the tax base of 
the newly reorganized roads was 
cleared up by altering the first 
tentative Treasury ruling (which 
in essence would have nullified the 
advantages of reorganization), 
and in its stead permitting the 
new company to use its old prop- 
erty valuation in calculating 
Excess Profits Taxes, Capital 
Gains or Losses and Depreciation. 


Two other uncertainties, how- 
ever, still remain. The Treasury 
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uncertainty is the 
question of lien position. The} 
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3 claiming that bankrupt roads, 
ot as yet reorganized, may not 
Heduct interest from their income 
ax returns unless such interest is 


‘ted in 
e little 
al and 
serious 







: nctually distributed to bond- 
Sains. @ ojders. The Circuit Court of 
Il also ppeals will soon rule on the 
profit ['reasury position. We do not, 
, these iowever, believe the Treasury 
‘pated F sition will be upheld, although 
should Ehould we be wrong in this con- 
derate ention, large interest payments 
ne fori] doubtless be disbursed and 
obacco 


nullify, at least in part, plans for 
‘debt reduction on a large scale by 
ithe defaulted roads. 
| Lastly, and most important, 
or the Supreme Court will, in the 
tion [relatively near future (February 
Hst is the earliest possible date at 
—— fithis writing), rule on the status 
fof Section 77. Reorganizations 








57) Funder this law have been delayed 
— through endless litigation despite 
t cash pine obvious intent of the law when 
asada enacted, namely, of expediting re- 
yen d organizations. The Courts have 
h thus far ruled against the Com- 
“ge *Fposition Theory (that equity 
. ai holders have participation rights) 
5 out. |and have, as previously stated, 
tae: established the rule of absolute 
al priority. On the basis of prece- 
hyant: dent—upholding other major Ad- 
b P’ Jministrative bodies, the FPC, 

"YS" HR.C.C. and WLB—and on the 
*.. [basis of our interpretation of the 
rities, F opinions of counsel who in our 
Seem § judgment should be well qualified, 
es to Ewe anticipate a favorable decision, 
esent, Fie., a ruling upholding the I.C.C. 
-tting f in its interpretation of Section 77, 
elled. F and thus approving all of the 

the F1.C.C. reorganization plans. 
| pe | Pending clarification of these 
, q p latter two important issues, the 
eka defaulted issues are benefiting 
a greatly from rising cash balances, 
Pe: permitting either large interest 
sition payments on arrears, or calls for 


nt, tenders—as in the Seaboard case. 
cer | The market for defaulted bonds 





+“ of has been greatly helped by a 
Pier Treasury ruling to the effect that 
ick interest payments in most in- 
d the | Stances are a return of principal 
shen 'and not current income. Under 
- thel the 1942 tax bill, capital gains— 
‘rop-) When securities are held over six 
eed months—are taxed at only 25% 
vital #7? markedly lower rate than that 
# of the average investor in the 
“ee light of current high personal tax 
Sury 7” : : 

‘ At the present time there exists 
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a large spread as between the old 
bonds and the “new package” of 
securities to be obtained under the 
plan. Such spread ranges from 
20% in the case of Northwestern 
to 85% for St. Paul and 45% 
for Missouri Pacific. Should the 
Supreme Court uphold the I.C.C. 
—that is, hand down favorable 
decisions — the above _ spread 
should close to around 6%, and 
then grow progressively smaller 
as the date for issuance for new 
securities nears. (Precedent is 
furnished by the market action of 
Erie securities following favorable 
Court decision in that reorganiza- 
tion in 1941.) 

The St. Paul, Western Pacific, 
and Northwestern cases are now 
before the Court awaiting a deci- 
sion; and since these three car- 
riers are likely to emerge first 
from reorganization—and benefit 
from the technical factor of 
closing the existing spread—in- 
vestors should concentrate pur- 
chases of defaulted bonds in 
securities of the above three 
roads. 

In the case of Chicago & North 
Western, were adjustments made, 
retiring some $30 million of senior 
debt with surplus cash resources, 
new fixed charges would be less 
than $3 million annually and 
therefore covered—assuming our 
1942 estimate of earnings correct 
—9.01 times. Income bonds 
would then be covered 4.45 times, 
and earnings of $14.80 and $9.25 
shown on the Preferred and Com- 
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mon respectively. These estimates, 
we are informed, are before de- 
preciation charges of some $3,- 
500,000, which charges may be 
substituted in place of the A & 
B Fund, and accordingly benefit 
of the company from a tax angle. 
With such adjustments made, full 
coverage of Income bonds would 
then be shown in a depression 
year (as estimated in Column A) 
and a slight balance left over for 
the Preferred. 

Under the new plan, holders of 
the old bonds suffer a sharp con- 
traction of income. For instance 
the holders of the old General 5s 
will receive but $30.14 on the new 
First and Income bonds to be re- 
ceived—and must receive full $5 
dividend on the Preferred to equal 
previous $50.00 payment. The 
holder of the refunding bonds will 
receive but $16.64 in interest and 
even with a $5 dividend payment 
on the Preferred would still be ap- 
proximately $18 short of equal- 
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ling his former $50 annual re- 
turn. A dividend of $4 a share 
on the common would be needed to 
assure a full $50 distribution. 

A similar tabulation could be 
made for the St. Paul. Were no 
adjustments made for elimination 
of senior debt due to large cash 
resources, fixed charges in a de- 
pression year would be covered 
approximately three times ; cover- 
age on Income A 414s bonds 2.05 
times ; but only slight coverage of 
Income B 414s—0.22 times. In a 
year such as 1942, with earnings 
estimated at $35 million, fixed 
charge coverage would then be 
8.24 times, Income A 414s, cov- 
ered 9.83 times; Income B 414s, 
9.96 times; and $18.06 and $6.80 
shown on Preferred and Common 
respectively. Even greater cover- 
age would be shown were adjust- 
ments made for retirement of some 
senior debt with surplus cash, 
thus reducing interest charges to 
$3.5 million as against $4,245 
million as set up in original plan. 





Lower Earnings For Most 
Food Companies 
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another three years with a one- 
third increase in the basic rate of 
conditional payments to domestic 
sugar producers). Some form of 
wage control is also seen necessary 
by Mr. Wickard. 

Sugar producers in Louisiana 
are doing very well, the 1942 crop 
being some 35% over 1941 with 
a large sucrose yield, to gross 
about 50% more than the pre- 
vious year. 1943 acreage is being 
enlarged to increase the crop 
about 3%. The labor problem 
seems less severe than with the 
western beet sugar growers. 

There has been heavy buying 
of sugar for lease-lend recently 
and it is thought that exports may 
run well over last year’s 300,000 
tons; refiners are said to be in 
favorable position to meet these 
demands. Domestic sugar ration- 
ing seems to be working comfort- 
ably now. On the whole the sugar 
producers (excepting beet sugar) 
are doing quite well. 

The corn refiners—best known 
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representatives are Corn Products 
and Penick & Ford—are working 
at absolutely peak capacity, set- 
ting new records for the amount 
of corn ground. More would be 
produced if additional equipment 
could be obtained. While some 
consumers such as the paper in- 
dustry may reduce requirements 
in 1943, other customers are wait- 
ing to take whatever is thus re- 
leased. The army or Lend-Lease 
wants all the starch and syrups 
available, and of course the de- 
mand for corn sugar is large. ‘The 
industry in the first seven months 
last year handled more corn than 
in the entire years 1939 and 1940. 
Corn refiners serve a number of 
industries, since the starch is used 
in explosives, paper, textile, soaps 
and drugs as well as in brewing, 
baking and confectionery. By- 
products also have a wide range 
of uses. One reason for the huge 
demands on the industry is the 
fact that American-owned plants 
abroad, which formerly supplied 
the biggest part of the foreign 
markets, have largely stopped op- 
erating and U. S. mills have had 
to take up the slack. Despite these 
conditions the two leading com- 
panies are expected to show some- 
what lower earnings in 1942, pre- 
sumably due to the inroads of 
taxes. 

Great things are being accom- 
plished in dehydration, which may 
have repercussions on the food in- 
dustry after the war. With pota- 
toes over 80% of the shipping 
space can be saved. The Govern- 
ment is also experimenting with 
solid “bricks” of food stamped 
out under heavy pressure; one of 
these will furnish mashed potatoes 
for a large number of men. De- 
hydration failed in the first World 
War, giving the industry a set- 
back for years, but now it is the 
most rapidly growing food pro- 
cessing industry in the Gulf 
Southwest, with 50 plants operat- 
ing in Texas and Louisiana to re- 
move water from milk, eggs, fruits 
and vegetables—even alfalfa. 

While the various food indus- 
tries may reflect greater irregu- 
larities in the coming year than 
in 1942, due to Federal demands 
and controls. The group as a 
whole seems likely to remain pop- 
ular with investors as one of the 
“safe” post-war industries. 
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remain ample unless there is a 
marked change in weather con- 
ditions. Wages will be higher of 
course, and so will miscellaneous 
costs, but some of the utilities can 
automatically pass along some 
higher costs (particularly fuel) 
to consumers by charging slightly 
higher rates (as provided in pres- 
ent schedules). However, any 
general demand for increased 
rates on a broad scale would seem 
doomed to failure; while an in- 
crease has been allowed in Wash- 
ington—of all places!—the OPA 
and Mr. Byrnes seem likely to 
oppose vigorously any widespread 
increases as “inflationary.” 

The federal taxes, while a bane 
to the utilities, have a silver lining 
in that the Federal Government 
absorbs 40-50% of any decrease 
in net earnings due to rising costs, 
decreased sales, etc. For this 
reason, utilities are unlikely to be 
severely hurt (as they were in the 
previous war) by any sharp rise 
in prices and wages. In 1917-19 
the cost of coal skyrocketed; this 
time the OPA is holding prices 
down (though fuel oil is up rather 
sharply due to higher transport 
costs). The price of copper, an 
important raw material for utili- 
ties, is under particularly string- 
ent control by Washington. 

Thus operating company stocks, 
currently selling at about 10-15 
times earnings, still seem moder- 
ately attractive on a semi-invest- 
ment basis considering the wide 
disparity between the yields on 
high grade utility bonds and on 
the common stocks. However in 
view of their advance since last 
summer, the “cream is off” so far 
as appreciation is concerned. 

As regards the holding com- 
pany stocks, it is difficult to gen- 
eralize. Most of these stocks, with 
their high leverage feature, fluc- 
tuate widely both as group and 
individually. As a group they 
enjoy wide swings when new tax 
legislation is proposed or enacted; 
individually they respond to SEC 
orders, new estimates of liquidat- 
ing values prepared by brokerage 
houses and financial services, or 
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other special developments. Ordi- 
narily, these stocks sell at a con- 
siderable discount from estimated 
liquidating values, if the dissolu- 
tion process seems likely to be 
long and complicated; but the 
moment the speculative fraternity 
sees the possibility of a quick dis- 
solution they are willing to bid 
for the bonds, preferred or com- 
mon stocks of the utility involved. 
This was illustrated by the sharp 
advance in United Gas Improve- 
ment, United Corp. preferred, and 
Niagara Hudson securities when 
the news of the voluntary dissolu- 
tion plans “broke” recently. These 
and similar holding company 
securities will doubtless continue 
to furnish speculative media for 
those interested in this type of 
security—including some shrewd 
and wealthy investors. 

In former years the holding 
company securities were drasti- 
cally depressed by SEC actions 
but from now on SEC activities 
in enforcing the death sentences 
seem likely in most cases to prove 
bullish rather than bearish. In 
other words, since it appears like- 
ly that the Supreme Court will 
hold the Utility Act constitutional 
(the recent action by the Court of 
Appeals upheld the SEC’s “death 
sentence” against North Amer- 
ican Company), both the com- 
mission and Wall Street seem to 
have for once somewhat similar 
objectives. The quicker the hold- 
ing companies can be dissolved, 
the better this will now please 
most security holders. 

However, a word of caution is 
necessary — the very low priced 
issues may not receive any con- 
sideration whatever from _ the 
SEC, since the commission follows 
the lead of the Supreme Court in 
giving as much as possible to 
senior security holders, at the ex- 
pense of junior. The forthcoming 
United Light & Power decision 
(in which it is proposed to give 
about 8% of the assets to the 
common stock) will prove illumi- 
nating as to the commission’s 
policy in this respect. In any 
event, holders of low-priced hold- 
ing company shares, if they wish 
to play safe, should transfer at 
least part of their investment into 
the senior securities of the same 
companies, as a hedge against loss 
of the entire amount. 
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The Permanent War Gains 
Versus the Costs of 
the War 





(Continued from page 458) 


predictions for the future include: 
—glass that will float; wood that 
can not burn; shoes that have no 
leather; furniture that contains 
no wood or metal; plastic automo- 
bile bodies; synthesized gasolines 
that will give 30 to 50 miles to the 
gallon in motoring, with a large 
reduction in size and weight of 
engines ; one-coat, odorless paints ; 
edible butter wrung from petrol- 
eum, as well as new dyes, drugs, 
detergents, cleansing compounds, 
explosives and fabrics from the 
same source through chemical 
magic; safe and cheap family air- 
planes and helicopters; materials 
to which ice will not cling; tele- 
phone television; a machine that 
will convert voice sound vibrations 
directly into printed form; water- 
proof paper; cheaper methods of 
producing electricity; electrified 
farming, including the heating of 
the soil to force crops; a binder 
that will prevent soil erosion; 
practical air-conditioning for 
homes and offices and factories; 
window screens that contain no 
wire; machinery bearings that 
contain no metal, improved low- 
cost fertilizers; and various other 
marvels now in the “hush-hush” 
military stage. 

What about the human side? 
Gains here may be most important 
of all to the future of America. 

You have seen a lot of advertis- 
ing about the “know-how” men of 
industry. My thought is that 
such application of this peculiarly 
expressive term is too narrow. I 
say we have entered an age in 
which our “know-how” of meeting 
all the big national problems of 
social and economic relationships 
will be radically enlarged. Our 
vision has been broadened, our 
confidence in the unlimited future 
of America restored. 

We are moving toward a more 
intelligent cooperation between 
government and industry, and be- 
tween management and labor; to- 
ward a higher standard of living; 
toward a floor of minimum eco- 


nomic security for all that wi 
abolish extreme poverty, dignify 
the poorest of us and yet leave 
ample opportunity of self-better. 
ment to the able and the energetic, 

A rapidly increasing number 
of business men have stopped ask- 
ing that they just be let alone to 
run their enterprises for profit as 
they please. More and more they 
are adjusting their minds and 
their sights not to the New Deal 
but to a new deal that will work 
for the material and _ spiritual 
betterment of America. The much 
publicized Henry Kaiser is not 
alone in speaking for that groyw- 
ing wing of business which js 
supremely confident and unafraid, 
progressive and forward-looking. 

Consider the following brief 
digest of a certain public speech 
recently made :— 

“Recognition must be given to 
the fact that human rights must 
be respected, that individuals 
must be freed from fear and want, 
that people must be educated and 
encouraged to live happy, useful 
lives . . . . We will have to plan 
on doing $135,000,000,000 of 
business annually in this country 
to keep our workers employed and 
our huge industrial development 
in full operation. After 
this war, we shall have the broad- 
est und deepest base for an econ- 
omy of abundance that we have 
ever had in the history of our 
country. . A higher stand- 
ard of living and higher social 
and economic standards will be 

We must plan to 
shape our national economic life 
into a well-balanced mosaic of 
science, industry, labor, agricul 
ture and government. . . . We 
must individually develop vision, 
imagination and ingenuity for the 
amazing new world of the post- 
war period.” 

This sounds similar to much 
that has been said by some New 
Dealers and by “academic theor- 
ists and reformers”—but _ the 
speaker was Frederick W. Nichol, 
vice-president and general man- 
ager of the International Business 
Machines Corporation. 

Yes, ladies and gentlemen, the 
war and its costs will not have 
been in vain. The more one looks 
at the asset side of the balance 
sheet, the more impressive it 
appears. 


THE MAGAZINE OF WALL STREET 





want, 
ed and 


useful 


broad- 
n econ- 
ve have 
of our 
stand- 
r social 
will be 
plan to 
mic life 


Nichol, 


al man- 


STREET 








